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Editorial Comment 


Some day, some place, there may be an 

The Mirage income tax so simple that he who runs 
of Tax may read. Meanwhile we are progress- 
Simplification ing backward in the matter of simplifica- 
tion. When people call upon the revenue 

department to produce a form that they can complete in a 
few minutes, they are asking the impossible, and, if such a 
tax were imposed, they would clamor for its repeal. Prac- 
tically every item in the present tax calculation, whether 
it be a plus or a minus, is an attempt to adapt a burden- 
some levy to all kinds of individual circumstances, so as to 
collect a lot of money without actually ruining anyone. It 
is probably no worse than have been onerous levies of other 
kinds of taxes in other times—in the days of hearth 
taxes, and salt taxes, or when kings and dukes sent their 
agents to search out silver or to count pigs. The income 
tax at least tries to be equitable. Its painstaking effort to } 
do so, is what makes it so laborious to the taxpayer. i 
The only real hope for simplification is in a general re- a 
duction, which would remove the necessity for some of the 
intricacies. Meanwhile there is a definite prospect that the 
majority of people will be placed upon a completely with- 
holding basis. One plan in the United States would cover 
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every person with income up to $5,000 in this way. Wage 
and salary deductions for income tax are new, and to fully 
assess income tax on millions of people by this means is a 
stupendous task. The responsibility placed upon the em- 
ployer is also very heavy. And it does not necessarily mean 
simplification, though it would eliminate the individual’s 
additional task of filing a return and paying a balance after 
he thinks that he has already paid his income tax. 


When income tax payers read in their 
An Income newspapers the statement made in the 
Tax Mis- House of Commons on 27th March by the 
understanding Minister of National Revenue, to the effect 

that the due date for balances on account 
of 1943 would be postponed until 31st August, they felt 
some relief, in respect of time even though not of liability. 
Of course there is no postponement as regards the return 
itself. Further inquiries, however, then brought to light 
the fact that the concession did not apply to those who, 
being outside of the 75 per cent wage or salary class, were 
required to pay their tax by instalments during the year. 
The Income War Tax Act, section 48, subsection 3, says 
that every person in this class “shall pay all taxes .. . as 
estimated by him on his income for the year last preced- 
ing the taxation year or on his estimated income for the 
taxation year ... by quarterly instalments during the tax- 
ation year”. The instalments are one-fifth by the end of 
March, one-quarter each by the end of June and Septem- 
ber respectively and, “‘on or before the last day of Decem- 
ber in such taxation year, the remainder of the tax”’. 

The income tax division held that these words mean 
the entire tax for the year, and when quoted as above, free 
from all context, such an interpretation is almost unavoid- 
able. But another one is at least possible—namely, that 
the amount due on 31st December was merely the remain- 
der of the tax on the year’s income as estimated. Without 
debating this point, the fact remains that thousands of 
people, perhaps even a majority of those paying by instal- 
ments, were under the impression that they had until 30th 
April to make their adjustment. 
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For one thing, the date of payment has always been 
associated with the date of return, so that any separation 
of the two at least called for a specific warning. In the 
second place the T.1 General 1943 form says in item 39 
under “methods of payment” that “taxpayers are required 
to estimate their tax and ... the balance is payable on or 
before 30th April, 1944, with interest at 5% per annum 
on any deficiency from date of default...” In this item 
the various kinds of deductions are mentioned without any 
hint of distinction. It is true that another paragraph states 
that “any additional tax found due upon examination of 
taxpayer’s return bears interest at 5% per annum from 
31st December, 1948, in the case of those required to pay 
by quarterly instalments and from 30th April, 1944, for 
_ all other taxpayers”, which should be a definite hint, but it 
refers of course to those cases where the assessment differs 
from the return, which is another set of circumstances. 
Most important of all is the fact that when the Minister of 
National Revenue made his first announcement on the mat- 
ter, there was not a word on this point; nor was there any 
reference to it in an advertisement published by the de- 
partment on 13th April, which had an underlined statement 
that “the unpaid balance of your 1943 tax may be paid any 
time before 31st of August without penalty”. Then there 
is the matter of practicability. It is unreasonable to call 
upon anyone to know his exact income for the year by 31st 
December, and get his complete tax off to the department 
at the same time; in other words, these taxpayers are. 
doomed to either overpay, or else to pay interest on their 
deficiencies. 


Finally, through a supplementary statement by the 
minister on 25th April (see page 299 of this issue) the 
department conceded the point. Instalment payers will 
have until 3lst August for adjustment of their balances, 
without interest. But all of this confusion would have 
been avoided by a proper clarification in the first place. 
Further, since the strict interpretation of the act appears 
to mean payment in full on 3lst December, an amendment 
is in order so that taxpayers will not in future years be 
placed in this awkward position. 
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Readers are reminded of the paragraph 
Our Masthead placed immediately above this comment 

that “The opinions expressed in articles 
in THE CANADIAN CHARTERED ACCOUNTANT are the opinions 
of the writers of the articles and are not necessarily en- 
dorsed by the Association.” The editor sometimes receives 
letters from our readers which either take exception to or 
commend articles which have been published. The editorial 
committee would welcome more of such letters, as the 
views expressed by readers would be most helpful. Often, 
however, correspondents take the view basically that the 
very fact that an article is published is an implied endorsa- 
tion; and comment follows that the writer is pleased or 
displeased that the Association has thus lent its approval. 
This is an erroneous point of view as the tests applied to 
articles do not include one of agreement or endorsation of 
the conclusions reached. 


One of several expressions which are being 
The overworked in current economic discussion is 
National “the national income”. In the last war we bor- 
Income rowed heavily, and measured our capacity to 
carry debt by the yield of the new taxes im- 
posed, which meant capitalizing the tax revenue; the debt 
so incurred was serviced, but in so doing the income “war” 
tax act became a permanent levy, and the national debt 
was a burden throughout the depression years. In the pres- 
ent war we lean more towards a basic philosophy which 
reasons that as long as there is a national income we are 
justified in mortgaging it for some purpose or other. The 
priorities so established are not solely on account of new 
public debt, because interest rates are being severely cur- 
tailed. The social security projects and the increase in or- 
dinary government activities constitute a much larger total. 
It is estimated that the very minimum of public expendi- 
tures in Canada after the war (excluding the vast problem 
of rehabilitation) will be about $2,500 millions. Consider- 
ing that our national income in the 1919-38 period averaged 
only $4,000 millions a year, and that in 1933 it was only 
$2,800 millions, this is a staggering program to assume. 
But, we say to ourselves, we simply have to provide for 
these things, so we must maintain a national income in pro- 
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portion. And when we figure out a reasonable standard of 
living for the people, and provide for replacement of capital 
goods, and all the other essentials in a national economy, 
we inevitably arrive at a figure of $6,000 millions or over 
as the minimum level of national income. In so doing we 
shut our eyes to the fact that in 1929, which was the most 
prosperous year prior to this war period, the figure was 
merely $5,149 millions. 


Whether we call this planned economy or wishful think- 
ing, it is just as dangerous for a nation as for an individua! 
to incur commitments first and then to seek the revenue to 
meet them. In time of stress it is the fixed charges that 
cause the trouble, and from the present viewpoint there is 
more likelihood of economic trial than of prosperity follow- 
ing the war. This would throw the nation back on the al- 
ternative of making its price level suit its program, which 
would be nothing more than a cloak of monetary manipula- 
tion to cover a condition of economic want. The fault is not 
in thinking in terms of national income, but in binding our- 
selves to manufacture a national income which in dollars 
will appear to fulfil our requirements. 

As to the composition of the national income itself, that 
is fairly well understood. It is the valuing of all the war- 
time employment that swells the current figures to such 
amazing levels, and leads so many people to say that all we 
have to do, in order to provide the full life for everybody, 
is continue indefinitely this wartime activity. Our war ex- 
penditure is now up to $5,000 millions a year, or well above 
the highest total national income before the war, and there- 
fore dominates any figure of national income that can be 
produced today. That is why George O. May, in an address 
printed in this issue, terms it a “statistical monstrosity”. 
Every accountant and auditor knows how wide is the gap 
between values calculated by the cost-plus and other meth- 
ods used in war production, and those set under conditions 
of competitive trading. If, in order to maintain a national 
income on‘a level predetermined by our war experience, we 
have to invent employment projects or else inflate the price 
level, we may find ourselves living in a world of shadow 
without substance. 
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Accounting as a Social Force 


By, George O. May, C.P.A., F.C.A. 
New York 


(An address at a meeting of the Society of Chartered Accountants 
of the Province of Quebec, 24th March 1944.) 


cE IS a very great pleasure for me to be here tonight; in- 

deed it is always a pleasure to speak in Canada because 
your country suggests so many interesting speculations 
growing out of your position between the European civil- 
ization and our republic to the south. That you are draw- 
ing the best from both is suggested by the handling of your 
economic and financial war problems, which I think is 
better than ours in the United States and probably better 
than the English. Your province of Quebec has, of course, 
the added interest that here one finds a meeting of two 
main streams of European culture. 

It gives me special pleasure to have among this audience 
entrants to the profession and to the Society, and students. 
Also, you have introduced a note from the past and have 
given me the added pleasure of joining in your tribute to 
General Ross. I have not known him as long as some 
others, but forty years ago at the first International Con- 
ference of Accountants in St. Louis, I met the two Cana- 
dian Ross brothers and the two Philadelphia Ross brothers, 
who were centres of interest. As I listened to the General 
tonight I thought back to that earlier time, and reflected 
how remarkable it was that today he should be holding such 
a record position in your Society, and that Edward Ross, in 
Philadelphia, might claim to have almost a like distinction 
’ among the accountants of the United States. I shall touch 
later on some points to which the General has referred. 

I have chosen for my topic tonight, at the suggestion of 
your Committee, “Accounting as a Social Force.” It is the 
social importance of accounting that I want to talk about 
tonight, because it indicates how great the future of ac- 
counting is for those who are now entering the profession. 
The only thing we of the older generation can do to justify 
what we have received from the profession is to try to 
hand on something worth while to those who succeed us. 


The Accounting Measure 
As life gets more complex, as business units become 
larger, and as everything increases in scale, observation 
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becomes inadequate and valuation almost impossible. The 
result is that accounting has to take to a large extent the 
place of observation and valuation in the conduct of busi- 
ness affairs. 


On previous occasions I have stressed the distinction 
between the English and American points of view—the 
English habit of thinking in terms of annual income and 
the American habit of thinking in terms of capital value. 
I have illustrated it by pointing out that whereas in the 
United States we speak of a man as being worth a million 
dollars, in England they would say he was worth ten thous- 
and pounds a year. Now, there has been a great change 
with respect to that point in the United States in recent 
years. 

Well within my memory, value was the principal basis 
of taxation in the United States. Taxation on the basis of 
income (an accounting approach) has become more import- 
ant than taxation on the basis of value. 

In 1898, the Supreme Court of the United States, in 
the famous case of Smyth v. Ames, laid down the rule that 
the basis of all computations as to the reasonableness of 
rates to be charged by corporations engaged in public ser- 
vice must be the fair value of the property used by it for 
the convenience of the public. In January of this year, the 
same court in the Hope Natural Gas Company held that 
fair value is the end product of the process of rate-making 
—not the starting point. This is the most complete revers- 
al by the court that I can recall. 

In the United States, we have been inclined to use the 
asset test of the propriety of dividends—the rule that 
dividends may be paid only out of the excess of assets over 
liabilities and legal capital. There has been a very great 
change in this respect in recent years. At the present 
moment a measure is pending which proposes changes in 
that respect in the law of the conservative state of New 
York. All along the line, the accountant is taking the place 
of the valuer. That imposes a new responsibility on us. 


“Significance” of Accounts 


The American Institute of Accountants defines account- 
ing as being the art of recording, classifying, interpreting 
and summarizing transactions and events and the results 
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thereof in a significant manner and in terms of money. 
Significant for what purpose? 

In the days when General Ross started practice, 
accounts were used by businessmen for their own guidance 
and for the granting of credit for similar purposes. Such 
uses involved mainly the question what was prudent and 
when you wanted to count your chickens. Today, accounts 
are needed largely to determine rights as between parties 
in such matters as valuation of securities on public markets, 
rate regulation, and taxation; what was justifiable in the 
past may not be as justifiable today. Conservatism, for 
instance, may be in the interest of one party and unfair 
to another. 

The wide distribution of securities and the separation of 
ownership from management, which is the inevitable out- 
come of the attempt to develop mass production and at 
the same time to widen the distribution of wealth, are hav- 
ing their effect. Some people say that this separation 
spells the end of the capitalist system. Whether that is so 
or not, at least it creates important new uses for ac- 
counts. 

I was interested to see the movement initiated by the 


Dominion Association in conjunction with the Montreal and 
Toronto stock exchanges in this relation. A great many 
new questions will need consideration. I did not come here 
to try to tell you what you ought to do. You are older 
than we are in accounting. But I may perhaps tell you 
some of our experiences in the United States, and thus, 
perhaps, help you to avoid the mistakes which we made. 


Self Discipline Better Than Regulation 

Personally, I think the movement initiated by the New 
York Stock Exchange and the American Institute of 
Accountants, in the early part of the 1930’s, was one of 
the most promising movements in the form of self-discipline 
of which I have had experience. I think that had it been 
proposed earlier, it might have averted the Securities Act 
of 1933 and the Securities Exchange Act of 1934. I am 
sure that the method of self-discipline is both more effective 
and more flexible than Commission regulation. The acts 
to which I have referred have done a great deal of good 
in the United States, but in so far as they have given 
authority over accounting to the Securities and Exchange 
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Commission they are regrettable. That body is not made 
up of experts, and though it employs experts, it is not 
bound to accept their findings. Nor is there anything in 
the law which compels them to listen to the representatives 
of the accounting profession. 

At the centenary dinner of the London Economist, the 
Governor of the Bank of England quoted from Walter 
Bagehot, the great editor of the London Economist, the 
statement: “In England, we can often effect by the indirect 
compulsion of opinion what other countries must effect by 
the direct compulsion of government.” This was the 
underlying principle of the scheme worked out by the 
American Institute of Accountants and the New York Stock 
Exchange in 1932, which was unfortunately sidetracked by 
federal legislation in 1933 and 1934. I hope you will fol- 
low the English example in the matter rather than that 
of the United States, where we have adopted direct com- 
pulsion. 

Traditional Beliefs 

Another passage from Bagehot seems to me to have 
an interesting bearing on the present position of account- 
ing. Some of you are no doubt familiar with his “Physics 
and Politics.” In that article he expresses the belief that 
the development of systems of government, or law, involves 
first a period of unquestioning acceptance of traditional 
beliefs before free discussion can be usefully undertaken. 
Dr. James will know better than I, but I think perhaps 
the period of unquestioning acceptance of traditional be- 
liefs in regard to the English common law continued up 
to the time of Jeremy Bentham. In connection with 
accounting, I believe it continued until a comparatively 
recent date. 

We have traditional beliefs, many of which are excellent. 
But the time has come when we should examine them and 
not merely accept them as traditional beliefs, but adopt 
them as being appropriate for the purposes for which 
we are now using them. 

In order to avoid possible misconception I should like 
to make myself clear on that point. I recognize a dis- 
tinction between a function like accounting, and abstrac- 
tions like justice and religion, which call for faith. I think 
accounting may, and, indeed, must be based on principles, 


277 














THE CANADIAN CHARTERED ACCOUNTANT 


but its rules are principles in the sense that they have an 
authority which rests on acceptance; they are not funda- 
mental truths. 

At present, we have not completed the task of re-exam- 
ination; we have not decided which traditional methods 
should be adhered to and which can usefully be modified. 
Accounting is a language, and in order that it may be both 
meaningful and carry its meaning to those to whom it is 
addressed, it must have a judicious combination of stabil- 
ity and flexibility. This can best be attained by moving 
slowly and by self-discipline subject to the constant pres- 
sure of opinion. The control of commissions over account- 
ing creates a tendency to crystalize accounting, which is 
undesirable in itself and particularly inappropriate at this 
stage of accounting development. The fact that a rule or 
principle has long been followed creates a presumption in 
its favor, so that changes should not be lightly undertaken. 
But if changed conditions have made the rule inappropriate, 
and even, perhaps, productive of misconception, change 
is called for. 


A Post-war Problem 

Today, we are looking forward to the post-war period. 
Nearly everyone is saying that in that period new enter- 
prises will have to be encouraged. Now, the form of ac- 
counting that governs business matters, including taxation, 
will have a vital effect on the willingness to accept risks 
in the future. As we look back, we can see that in the 
old days, no attempt was made to provide out of income 
for some things which we now see must be provided for. 
Depreciation is a case in point. Even today, we conduct 
much of our income determination on the assumption that 
enterprises will be permanent, though experience shows 
that a large proportion of them will come to an early end. 
There is some disposition in the United States to suggest 
that we should go further than we do now in providing for 
possible untoward events in the future. 

I once suggested that probably the United States would 
never have developed as rapidly as it did if the accounting 
in the last half of the nineteenth century had been as con- 
servative as the accounting of today. With taxation at its 
present high levels, the position is changed, and if we are 
to take a hopeful view of the future we must contemplate 
that the accounting for taxation and similar purposes will 
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be even more conservative than that of the present time. 
The late Lord Stamp said to me some years ago that he 
had come to the conclusion that a taxpayer should be 
allowed to take his deduction for depreciation pretty much 
when he liked. He had come to realize that it did not 
encourage the taking of risks to insist that taxpayers should 
take an optimistic view of the continued productiveness of 
their capital equipment over a long period of years in the 
future. 


The Enterprise and the Corporation 

In my consideration of the problem of re-examining 
accounting principles, another suggestion of Bagehot’s as 
to the characteristics of primitive civilization and the de- 
velopment of new systems of law or government, has 
seemed to me to be relevant. He points out that wherever 
a new problem arose in the period of traditional beliefs, 
a fiction was adopted which permitted a tradition to be 
applied to a situation not contemplated when the tradition 
was originally adopted. Within my lifetime, and almost 
within the period of my accounting activity, the corporation 
has become the standard method of carrying on general 
business, in place of the earlier private ownerships and 
partnerships. I think perhaps we have too readily assumed 
that accounting traditions which were applicable to the 
old methods of doing business were equally applicable under 
a corporate system. Today, in the United States, this 
question is being re-examined. Consideration is being 
given to the question what the social and economic effects 
would be if the enterprise rather than the corporation 
which is carrying on the enterprise should be regarded 
as the accounting unit—should we continue to emphasize 
the separate legal entity of the corporation or should we 
place more emphasis on the fact that it is an association of 
persons to carry on an enterprise? 

I have mentioned these points to indicate that there are 
many difficult problems to be considered. I do not ask 
those of you who are now in practice to solve them, but 
I. think you should make clear to the students who are 
entering the profession that these questions exist, and en- 
courage them to think about such matters. The result 
will be that in ten or fifteen years you will have a group 
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of men thinking along new lines and thus promoting the 
continued usefulness of the profession. 
Broader View of Accounting 

My object tonight is to leave you with the same message 
that I expressed at a similar meeting in Toronto several 
years ago; that a much wider area of development for the 
accountant is opening up than has ever existed in the past. 
When I think of all that has happened to accounting during 
the sixty years of General Ross’s membership in your 
society, and think of the possibilities of the coming sixty 
years, I do not see how anyone entering the profession 
can fail to realize that there is at least as good an oppor- 
tunity for him as there was for the man who entered the 
profession a generation ago. 

Since Dr. James is sitting next to me, I will express 
the view that there is going to be a need for a great advance 
in the teaching of accounting. It has to be taught not only 
as a subject for a man who is going into the accounting 
profession; I think accounting must now be recognized as 
taking an essential place in law, government, business, and 
of course, economics. I think there is a great opportunity 
in the field of education if those responsible will recognize 
that accounting is a great force in the whole social struc- 
ture. 

I have spoken of accounting in relation to the regulation 
of rates or prices, taxation, and dividends—all matters of 
wide importance. In recent years there has been a great 
deal of discussion of what is called the “national income.” 
No one has a very clear idea of what that is. Today, I 
think it is a statistical monstrosity that must be subjected 
to the rigid discipline of the accounting process. Today 
is the era of the accountant, with all that this entails in the 
way of opportunity and responsibility. 
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The Functions of the Auditor General 
of Canada 


By J. Hopkinson, C.A.* 


gpg ivied billion dollars ($20,000,000,000) a year is a 
moderate estimate of the aggregate transactions cur- 
rently within the scope of audit by the auditor general of 
Canada. The magnitude of the amount and the work neces- 
sarily entailed is suggestive of one of the reasons for transi- 
tion of auditors to government service. In this article an 
endeavour is made to indicate the status of the auditor 
general and the nature and extent of his audit. 

The office of auditor general was created in 1878 “for 
the more complete examination of the accounts of Canada, 
and for the reporting thereon to the House of Commons.” 
’ The auditor general is, strictly regarded, an officer of par- 
liament, because he is removable only on a joint resolution 
of the Senate and House of Commons. By the Consolidated 
Revenue and Audit Act, 1931, (generally known as “The 
Audit Act”) it is directed that the auditor general shall 

“(a) examine, periodically, the accounts of all branches 
of the public service, and shall take such further. steps as 
he may deem necessary to satisfy himself that such ac- . 
counts are faithfully and properly kept and that the moneys 
expended have been applied to the purposes for which the 
grant was intended to provide; 

“(b) satisfy himself that the revenues are being fully 
accounted for, and shall examine, at his discretion, the ac- 
counts of all persons employed in the collecting and man-— 
aging of the revenues; and shall, 

“(c) besides examining from time to time the various 
accounts of the several departments. .., examine and audit 
the accounts of Canada for each fiscal year.” 

He is further directed to report to the House of Com- 
mons the result of his examination and audit “in such man- 
ner as will exhibit the true state of each account at the ter- 
mination of the fiscal year last ended,” and to certify to the 
House that each of such accounts “has been examined under 
his direction and is correct.” 


*Mr. Hopkinson is Chief Supervisor of Audit of the Office of the 
Auditor General, Ottawa. 
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Additional statutory duties are the examination of the 
accounts and records in respect to the public debt, and to 
equipment, supplies or stores. In connection with these 
examinations, he is required to transmit to the treasury 
board a certificate which “shall be a valid and effectual dis- 


charge according to its terms.” 

Statutory audit directions are not numerous. However, 
law, usage and constitutional practice have supplemented 
them to an extent that a comprehensive collection of audit 
precedents and instructions now exists. Those of concern 
to the audit office generally, are printed in a “General Office 
Guide”, which deals with matters associated with the audit 
of public revenues, expenditures, accounts of Crown corpor- 
ations and stores, as well as the audit of the balance sheet 


of Canada. 

The purpose of the audit is twofold: (1) An audit for 
authority, and (2) an accountancy audit, 

The audit for authority is concerned with the legality 
of transactions. It embraces such enquiries into the exer- 
cise of legislative, executive and departmental authority as 
may necessitate the auditor general calling the attention 
of the House of Commons to matters specified in the Audit 
Act, and to any other matters which he considers should 
be brought to the notice of the house. The matters speci- 
fied in the act are such as “any excess expenditure over 
that authorized by parliament,” “refunds or remissions of 
taxes,” any clear irregularity, and so forth. These specific 
directions are comparable to special audit directions in com- 
mercial audit agreements. Constitutional practice adds 
others, including a duty to report on financial administra- 
tion and the exercise of statutory powers. The relative re- 
ports, being audit observations, may or may not have direct 
association with the auditor general’s certificates. 

In reporting on matters in general, the auditor general 
has something of a free hand. For instance, he would not 
feel himself debarred from calling attention to anything 
which, in the course of his audit, indicates loss or waste, or 
anything of that kind, which he thinks it well that the 
House of Commons should know. In doing so he regards 
himself as obligated to act in a spirit of discretion, because 
any such comment is an expression of opinion based on the 
records before him. The measure of obligation to report 
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when there has been gross extravagance is self-evident. 
But, before a criticism of administrative policy is made 
there must be reasons which go beyond “if I had done it, I 
would have proceeded in a different way.” 

The auditor general’s accountancy audit embraces every 
transaction of the public service, and the objective is to 
ascertain if the public accounts show the true financial 
position and to certify them to the House of Commons. This 
certificate is predicated upon a comprehensive examination 
by the auditor general of all classes of accounts and of ac- 
counting systems which are applied in public administra- 
tion. This does not mean that every item is scrutinized. 
Comprehensive tests are deemed sufficient. The scope of 
the tests is determined after due consideration of the ef- 
fectiveness of the system of internal check and internal 
- audit. 

In satisfying himself of the adequacy of internal check, 
the auditor general expects to find procedures that ensure 
no transaction taking place on the initiative or through the 
hands of any single person; in other words, that two or 
more persons are cognizant of and participate in every 
transaction with the result that an individual or group of 
employees constantly checks the work of others. 

Where the volume of accounting is limited and the in- 
ternal check provides adequate safeguards, the superimpos- 
ing of an internal audit may not be justified—the need de- 
pending on the character and value of the transactions, If 
an internal audit section functions, the auditor general’s 
survey is designed to establish (1) whether it is complete - 
in itself, comprehensive in its range, and recognized as a 
part of the general machinery for exercising financial con- 
trol; and (2) whether the internal auditor enjoys a status 
of independence and is charged with the duty, as well as 
the right, to report to superior authority. 

Weaknesses disclosed in the systems of internal finan- 
cial control are brought to the attention of those in a posi- 
tion to apply a corrective; but if abuse is glaring, or is not 
corrected, the auditor general may deem it advisable to 
report the circumstances to the House of Commons. 

It is not a duty of the auditor general to stipulate, nor 
to assume responsibility for the form and operation of ac- 
counting systems. Therefore, in such matters, his position 
differs in no way from that of a company auditor. 
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The auditor general’s programmes of audit are not stan- 
dardized; each is regulated by the nature of the accounts 
under review. 


Audit of Revenues 

The British North America Act requires that all duties 
and revenues “shall form one consolidated revenue fund.” 
By the Audit Act, parliament has directed that “all public 
moneys shall be paid to the credit of the account of the 
receiver general through such officers, banks or persons, 
and in such manner as the minister (of finance) from time 
to time directs and appoints.” 

The administering departments are responsible for the 
assessing, collecting, accounting and internal financial con- 
trol of the revenues. It is a truism of public administration 
that in no case has there been greater willingness on the 
part of legislative bodies to give finality to administrative 
decisions than in collecting the public revenues. 

The auditor general’s audit is planned to disclose errors 
in the accounts, whether of principle, or of omission or com- 
mission. Particularly, in application of the revenue audit 
the systems of internal financial control are enquired into. 
Each stage is adequately tested. Special attention is di- 
rected to any phase which appears to be unsatisfactory. If 
discrepancies are found, the examination is extended to the 
degree necessary to enable a comprehensive report to be 
made to the proper authority. 

The auditor general, as well as satisfying himself that 
assessments and levies are as required by law and that the 
revenues are being fully accounted for, ascertains if any 
funds are being held in trust or are being collected for other 
departments, agencies, or persons, and if so, determines, by 
investigating the collection and accounting procedures, 
whether the interests of the Crown are fully protected. 

The auditor general’s certificate as to revenues, given for 
the purposes of the Audit Act, is associated with a sum- 
mary statement of revenues in the public accounts. 


Audit of Expenditures 
The spending department is primarily responsible for 
the purpose, application and consequence of a disbursement. 
The comptroller of the treasury has the exclusive right 
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to issue cheques (issues currently exceed 1,500,000 cheques 
a month). 

Issues of public moneys are contingent upon the comp- 
troller certifying that there is a balance available in the 
appropriation authorized by parliament for the specified . 
service. If the comptroller declines to cause an issue of 
public money on the ground that the money is not justly 
due, the deputy minister of the department concerned has 
a right to apply to treasury board for an order to pay. This 
implies a duty on the comptroller to satisfy himself that 
the department has observed all legal requirements and 
whatever administrative rules are applicable, has safe- 
guarded the public interest, and has not waived any right 
or privilege of the Crown. 

The comptroller keeps the expenditure accounting rec- 
ords for all divisions of the public service and, by reason 
of the statutory duties resting on him, certain phases of his 
work may be regarded as of the nature of internal audit 
before payment. 

The Crown is always regarded as acting through agents; 
therefore, responsibility for every payment rests on some 
individual. In the eyes of parliament a minister is answer- 
able for every payment made by his department. But in 
the audit, the search is to establish the authority of the 
person who requisitioned the cheque. An example is a pay- 
ment for work performed or services rendered. The “dep- 
uty minister or other officer charged with the administra- 
tion of the particular service” must certify that the work 
was performed, materials supplied or services rendered, as 
the case may be, and that the price is “according to con- 
tract, or if not covered by contract, is fair and just.” 
Deputy ministers are presumed to have knowledge of every 
undertaking, but if some other officer gives the certificate, 
he must be either the person in charge of the service con- 
cerned or one who enjoys a departmental status which im- 
plies a full knowledge of the facts covered by the certificate. 

Because of the ramifications and dimensions of public 
administration, the certificate may consist of more than 
one document, although audit is facilitated when all certi- 
ficates are on one document. For example, there may be 
an engineer’s certificate as to work done, a stores certifi- 
cate as to deliveries and an office certificate as to the rela- 
tion of invoice charges to the contract prices. The essential 
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is that collectively they meet, without qualification, the re- 
quirements stated in the preceding paragraph, and that the 
comptroller of the treasury accepted the certificates without 
reservation. When certificates are with respect to a works 
contract, an explanation is sought if the engineer in charge 
of the work or his superior has not given the certificate. 
If a certificate deals with non-technical stores receipts, the 
status of the person is of little concern, as the essential 
is that he checked in the goods and proved the quantities; 
but, when the nature of the service or supplies necessitates 
that the signer have technical knowledge of the goods re- 
ceived it is to be expected that a suitably qualified person 
gave it. A certificate that prices are “fair and just” in- 
volves exercise of judgment and discretion, and the term 
“officer” is construed to mean a person who has well defined 
responsibilities for, or over, the branch or service for which 
the work is done or materials are supplied. A first test is 
to consider whether or not the certifier has technical qualifi- 
cations sufficient to warrant acceptance of his certificate for 
audit purposes. 

Parliament has not made the auditor general the judge 
of the validity of the executive acts of the Crown. In other 
words, he has no power to disallow a charge, his statutory 
duty being to report and certify-as to the correctness of 
the accounts submitted to the House of Commons and, also, 
to report to the House any transaction with respect to 
which a doubt is entertained as to propriety, regularity or 
legality. The auditor general’s duty is discharged by draw- 
ing attention to a matter; it is for the House to decide what 
action, if any, should be taken with respect to it. 

In addition to standard commercial audit procedure, the 
auditor general, in his audit of government expenditures, 
seeks to ascertain, by tests, whether, 

(a) the requirements of the above-mentioned certificate 
of performance have been complied with; 

(b) moneys expended were applied to the purpose for 
which the vote was intended to provide; 

(c) orders in council and treasury board directions of 
general application to public expenditures, or applicable to 
specific expenditures, have been observed ; 

(d) contracts were awarded on a truly competitive 
basis; also, if tenders were invited and the lowest rejected, 
the rejection was properly authorized; 
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(e) expenditures were for governmental purposes; and 
whether 

(f) payments of an unusual nature were supported by 
proper authority. 

No statutory duty rests on the auditor general to ascer- 
tain why the amount provided by a vote of parliament was 
not used; but a duty exists to investigate unpaid commit- 
ments, because the Audit Act contemplates an immediate 
registration by the comptroller of the treasury, of commit- 
ments, and prompt payment thereof as they mature. 

The auditor general’s certificate as to expenditures, 
given for the purposes of the Audit Act, is associated with 
a summary statement of expenditures submitted by the 
comptroller of the treasury. 


Audit of Crown Corporations, etc. 

The auditor general is the auditor of companies created 
under the provisions of the Department of Munitions and 
Supply Act and of control corporations formed as a conse- 
quence of orders in council made under the War Measures 
Act for the uses of the minister of finance. 

These companies are commercial in purpose; no special 
powers are vested in them by parliament; they are on the 
same plane as companies created under the Companies Act. 

Ordinarily, the statutory or other direction is simply 
that the accounts shall be audited by the auditor general, 
in which case the form of audit is that laid down for a 
public corporation. 

The form and system of accounts of Crown corporations 
are responsibilities on the corporation, but, to the extent 
that the accounts will be associated with the public accounts 
of Canada, a duty rests on the auditor general to make cer- 
tain that suitable provision is made for public accounts’ 
requirements. To attain this, the auditor general’s repre- 
sentatives work in close co-operation with the accounting 
officers of the corporations. 

By reason of the fact that Crown corporations are cre- 
ated to perform public services, there is an audit duty to 
examine transactions—minutes, agreements, contracts and 
undertakings of all kinds—to establish that they are not 
ultra vires. A Crown corporation may enter into an agree- 
ment and make payments thereunder which appear reason- 
able and proper, but which, nevertheless, are open to audit 
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observation because they violate the rule that no commit- 
ment is within the power of the management board if it in- 
terferes with the free exercise of powers by the government 
as and when a public need arises. 

In the case of Crown corporations, there is presumed to 
exist, (1) an independence, real or apparent, from govern- 
ment proper, within the sphere laid down by parliament or 
the government, (2) special legal powers, and (3) a plan 
of organization, and in some instances of finance, conceived 
to decentralize administration and to avoid some of the dif- 
ficulties and uncertainties resulting from the legal privi- 
leges and immunities enjoyed by departments generally. 
For this reason and because ownership is vested in a min- 
ister, the auditor general, in addition to any general mat- 
ters arising in the audit, draws to the attention of the man- 
agement and the minister any practice or transaction which 
violates accepted standards of public administration. 

In addition to his duties under the Audit Act, and to 
being the auditor of the above-mentioned Crown corpora- . 
tions, the auditor general is required, under other legisla- 
tion, to audit the accounts of bodies such as the Canadian 
Broadcasting Corporation, Foreign Exchange Control 


Board, National Harbours Board, Federal District Commis- 
sion and National Battlefields Commission; also the ac- 
counts of Yukon Territory. The remarks in the previous 
paragraph apply to these bodies, except that ownership is 
not vested in a minister of the Crown. 


Audit of Stores Accounts 

The auditor general’s examination of stores transactions 
is essentially with respect to system, control and manage- 
ment. 

Enquiries are made for the purpose of ascertaining if all 
articles acquired were used for public purposes, or incorpor- 
ated into Crown projects, or safely warehoused awaiting 
use, and that stores in general are controlled by responsible 
officers, and properly recorded. 

The examination is of a nature that tests sufficiently the 
correctness of the accounts, a preliminary consideration 
being the adequacy of the system to serve its true objective. 

In general, the audit aim is to gain assurance, by 
enquiries or tests, that the systems and procedures regard- 
ing procuring, receiving, identifying, inspecting, housing, 
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recording, issuing, condemning, writing-off, stocktaking, 
and internal checking and auditing are adequate and are 
operating efficiently; and further, that there is justifica- 
tion for any departures from standard principles or proce- 
dures, as, for instance, in the case of stores under the jur- 
isdiction of the armed forces. 

A phase of the audit is to ascertain that a proper rela- 
tionship is maintained between parliamentary appropria- 
tions and the utilization of stores acquired by means of the 
appropriation, for any laxity in this regard may encourage 
maladministration. 


Audit of the Balance Sheet of ‘Canada 


The objective of the balance sheet of Canada is not the 
same as in the case of a commercial corporation. The bal- 
ance sheet of a corporation is for the purpose of showing its 
true financial position. The form of the balance sheet of 
Canada is dictated by the constitutional rule that parlia- 
ment has exclusive power over the public purse; therefore, 
by the form and contents of the balance sheet parliament 
weighs the consequences of its delegation of power to the 
executive government. 

The accounts of Canada are operated on a cash, as dis- 
tinguished from an accrual basis; although the principles 
of a cash basis are not invariably applied. 

A summary of the balance sheet of Canada as at March 
31, 1948, is as follows: 

Gross liabilities $9,228,252,012 

Active assets 3,045,402,911 


Net debt—comprising : 
Non-active assets $1,493,277,172 
Consolidated Fund 4,689,571,929 


6,182,849,101 


“Gross liabilities” include the public debt, government 
annuities, insurance, superannuation and sundry trust 
funds, and interest due and unpaid, but do not include in- 
terest accrued but not due, or obligations incurred for 
goods and services received but not paid for as at the end 
of the fiscal year. However, legislation permits expendi- 
tures to be made in April “for the purpose only of discharg- 
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ing any debt properly incurred and payable prior to the end 
of the said fiscal year,” as a charge to appropriations for 
the old fiscal year. No like direction is given with respect 
to overlapping revenue. 

“Active assets” include cash, and realizable or income- 
producing loans, advances and investments, but do not in- 
clude revenue in arrears. 

Inventories of stores are not generally set up as assets, 
but are charged to the expenditures of the year of acquisi- 
tion. 

Accounts receivable records are in some cases merely 
memoranda accounts. Only when a tax assessment has 
been made, or a licence is issued or a fee becomes due and 
payable, or a service is rendered and the beneficiary be- 
comes liable for the cost thereof, is the account regarded by 
the auditor general as an official one, with audit practices 
with respect to accounts receivable of a commercial concern 
applying. Attention is directed to the possibility that the 
receivables may include items of the class which fall within 
the official definition of “active assets” and as such should 
be included in the balance sheet. 

“Net debt” represents the over-all deficit since Confed- 
eration. It is shown in two parts: Firstly, non-active as- 
sets, which are those investments, loans, etc., regarding 
which realizability or productivity is not present. In this 
category are, also, expenditures for certain public works, 
but only those which were classed in the schedules to the 
Appropriation Acts as “capital’. And secondly, the net 
debt includes the ‘‘consolidated fund’’, which is the accumu- 
lation of the annual ordinary, war, and special expenditures, 
operating losses of government-owned enterprises, and 
write-down of assets, less the sum of the annual revenues; 
and after segregating therefrom the net charges to non- 
active asset accounts. 

The auditor general makes representative audits of cur- 
rent transactions affecting asset and liability accounts. As 
in commercial practice, he does not stop after he completes 
a verification of the balance sheet as shown by the books; 
he applies standard audit procedures in the vouching of 
assets as to existence, valuation, etc., and the proving of 
liabilities at the date of the statement, to the end that he 
may give a certificate to the balance sheet of Canada in 
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these terms: “The above accounts have been examined and 
audited under my direction, in accordance with the provi- 
sions of The Consolidated Revenue and Audit Act, 1931, 
and, subject to the observations in my report to the House 
of Commons, I certify that in my opinion they are correct.” 


In a volume known as the “Public Accounts” there is 
published annually: (1) The balance sheet, revenue and ex- 
penditure statement and condensed cash statement with 
many supporting schedules, prepared by the deputy min- 
ister of finance, also his comments thereon; (2) summaries 
and details of departmental revenues and expenditures and 
statements of other. transactions, compiled by the comptrol- 
ler of the treasury; (3) financial statements of Crown cor- 
porations and other government bodies; and (4) the auditor 
general’s report. The publication is well worthy of study 
by anyone interested in the financial affairs of the 
Dominion. : 


INCOME TAX ON PERSONS FROM ABROAD ENGAGED 
IN ESSENTIAL CANADIAN WAR WORK 


The following Order in Council (P.C. 53/9180) approv- 
ing a minute of the Treasury Board, was passed on Ist 
December 1943: 


The Board had under consideration a memorandum from the 
Honourable the Minister of Munitions and Supply concurred in by the 
Honourable the Minister of National Revenue reporting: 

“That Order in Council P.C. 1/945, of February 5, 1943, provided 
inter alia: ‘That in the case of a person from abroad who is engaged 
in essential Canadian war work by reason of his special skill or knowl- 
edge and has come to Canada since the outbreak of war, and there is 
a real possibility of losing the continued services of such person due 
to the higher rates of income tax prevailing in Canada, the Minister 
of National Revenue was empowered to impose and collect taxes on 
the basis of the income subject to Canadian tax having regard to the 
tax rates in the country from which such person came, provided that 
the difference in tax was paid by the employer of such person;’ 

“That the said Order in Council P.C. 1/945 provided that the 
foregoing authority was limited to the income tax years 1942 and 1943; 

“That in the opinion of the undersigned it is desirable in the 
public interest that the authority provided by the said Order in Coun- 
cil P.C. 1/945 be extended to cover the income tax year 1944; 

“The undersigned, therefore, upon the advice of the Deputy Min- 
ister of Munitions and Supply has the honour to recommend that under 
and by virtue of the powers conferred by the War Measures Act, Your 
Excellency in Council do order accordingly.” 

The Board concur in the above report and recommendation, and 
submit the same for favourable consideration. 
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Money and the Nation 
By W. A. McKague, M.A. 


(The second of a series of articles on Money) 

- WE could get every individual’s analysis of his own 

tastes in distribution of wealth, then we could add them 
all up, and find the aggregate for the nation. It has never 
been done in quite that way, because the various kinds of 
census—decennial, quinquennial and annual—have always 
balked at any attempt to compute wealth by individual 
ownership. But from the available figures, and because 
the issue of money and the operations of finance are under 
close public supervision, we have statistics that are ade- 
quate for our purpose. Here is an arrangement of the 
Canadian figures along the lines discussed in our first ar- 
ticle, and worked out on the basis of a population of 11,- 
400,000. For this purpose we have used 1939 figures, in 
order to avoid the distortion arising from the war, but 
later in this article reference is made to significant trends 
of years prior to the war and during it, and also to the 
current figures. 





Total Per Capita 
$ $ 
Money in use (Dom. gov’t., Bank of Canada 
and chartered bank notes, also coin) .... 358,000,000 31 
Deposits (banks, post office, prov. gov’t., loan 
ee MLD kG kp dawns cb ace ee ses 2,925,000,000 257 
Life insurance premium reserves .......... 1,500,000,000 132 
EsbGe SOSRTRMOD 1 TONG onc icci ccc ccscecsce 6,800,000,000 597 
Total wealth (after deduction of net foreign 
SRNR Sania S46 ol caus sdnawawceeak ane 23,000,000,000 2,075 
I RNIN 2 <5, 5 sis uo nlara oinie's bewind Ww bias 4,800,000,000 421 


The average Canadian, man, woman and child, has an 
annual income of $421, according to an estimate for 1939. 
He has wealth of $2,456 as measured by statistics of total 
wealth of Canada but, if a deduction is made on account 
of external ownership, the Canadian’s share comes down 
to about $2,075. He chooses to carry in cash the sum of 
$31, which is one and one half per cent of what he pos- 
sesses, and about eight per cent of what he earns. He keeps 
about $257, or 12 per cent of his wealth, or more than 
half a year’s income, in the banks. He has $132 to his 
credit in life insurance and has contracted to build this 
up to about $600. 

From detailed computations of national wealth, it ap- 
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pears that 40 per cent of the average Canadian’s wealth 
is in urban or farm property, which is relatively fixed. 
Another 40 per cent is in railways, power plants and manu- 
facturing equipment which is also fixed from a national 
viewpoint but which allows the individual some degree of 
negotiability through the purchase and sale of bonds and 
stocks. About 10 per cent is in personal goods, such as 
furniture and automobiles, which have some market value 
during the process of consumption. 


Effects of War 


Since 1939, war activities have inspired an unusual 
degree of employment and production, a rise in prices, 
and a considerable degree of inflation in every phase of 
finance. The national income expanded to an estimated 
eight or eight and one-half billion dollars in 1943. Money 
in circulation is greatly increased, and savings, in terms 
of money, are up. There is no recent official computation 
of the national wealth, but any such figure, if it accounted 
for the instruments of war as well as the advance in prices, 
would obviously be enhanced. Accordingly, until such time 
as our post-war circumstances develop, the figures of 1939 
furnish a better perspective of money in relation to other 
phases of our economic and financial affairs. 


The critical reader may argue that such figures are all 
exaggerated, as far as the average individual is concerned, 
by the inclusion of masses of wealth in great enterprises 
and masses of money in financial institutions, and by in- 
dividual aggregations of both. Against this is submitted 
the obvious fact that sub-standard people who have little 
of either money or wealth equally tend toward minimizing 
the position. Such an analysis does not presume to do more 
than depict an average for the whole. 


Here we have, in rough but serviceable form, the aver- 
age individual’s appraisal of the status of money in rela- 
tion to other factors in his economic life. It does not show 
how much money he would like to carry, any more than 
it shows how much life insurance, or how much income, 
he would like to have. But given his present circumstances, 
it indicates his own allotment of money as of other items 
of personal wealth. And, be it noted, this distribution is 
entirely of his own choosing. He has not been coerced into 
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carrying money, or buying life insurance or property, or 
into any general formula or personal plan. 


Some Illustrations 

Since individual circumstances vary so widely, it may 
seem useless to pursue further discussion along that line. 
Some object may be served, however, by considering the 
attitude towards money, of typical business concerns—the 
kind which may or may not be viewed as possible fields for 
expansion. 

The merchant starts the day with some money in the 
till, but it is only enough to make change. His cash re- 
ceipts are deposited daily or at least frequently. He pays 
for his purchases as a rule by cheque or acceptance. Any 
cash beyond change is idle capital to him. 

The industrialist handles only petty cash and possibly 
his payroll. Wages are sometimes paid in cash, sometimes 
by cheque. To him also, excess cash is idle capital. 

The insurance company needs only petty cash and pos- 
sibly payroll. Any cash receipts are promptly deposited. 

The chartered banks alone are the institutions to whom 
money is a stock in trade. They must be prepared to absorb 
the fluctuations in the public demand, and to make change. 
What is their function in the money structure? 


Chartered Banks’ Notes Disappearing 

Formerly the chartered banks provided all or most of 
the paper money of this country. That power of issue was 
terminated, on a graduated scale, when Canada inaugurated 
its central bank in 1934. The Bank of Canada assumed 
the liability for the Dominion government notes then out- 
standing, and began replacing them with its own notes. 
The chartered banks were required to reduce their own 
outstanding notes gradually during the years 1935-45 to 
an amount not in excess of 25 per cent of their paid-up 
capital on March 11, 1935. The banks accordingly have to 
carry on hand, and to pay out, more Bank of Canada notes 
every year. The amount of chartered bank notes in the 
hands of the public was $161 millions in 1929, $125 millions 
in 1934 and, by the end of 1943, it had been reduced to 
$44 millions. The paid-up capital was in 1935, and now is 
$145,500,000, so that their note authority will by 1945 be 
reduced to some $36 millions. Some balance obviously must 
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be allowed for notes that turn up very slowly, or that have 
been hoarded or otherwise are unaccounted for. 

It is evident that for all practical purposes the char- 
tered banks are eliminated, since each year they have to 
take in much more of their own notes than they can pay 
out. Whatever profit or power there may have been, at 
one time, in the right of note issue, therefore no longer 
holds, but has rather been appropriated by the Bank of 
Canada, and it is being exercised by the latter on a larger 
scale than was ever done by the chartered banks. The 
latter continue to be merchants of credit, but in so far as 
money is concerned they have to pay for practically every 
dollar in their tills, and they are quite unable to make a 
nickel through the mere handling of cash. 


National Characteristics 

There is no point in making international comparisons, 
any more than there is in comparing consumption of a 
particular commodity, such as butter. Even where pros- 
perity is on a par, two peoples may have widely different 
consumption of butter, through climate, alternative kinds 
of food and their relative cost, and varying circumstances 
of both production and consumption. The controlling fac- 
tors in respect to money are even more varied. Where 
average circumstances are about equal, two peoples will 
tend to carry equal amounts of cash on hand. But if the 
middle and better working classes predominate in one, 
while in the other the average is arrived at through wide 
extremes of poverty and wealth, the average cash in the 


latter will probably be lower, because the poor people have 


little ability to carry money, while the rich tend to carry 
less in proportion to their wealth than does the middle 
class. Banking facilities and conditions are another de- 
terminant. People in cities and towns, who have access to 
their banks any day, have less need for cash than have 
people who are served in local trade by a prairie village or 
a mining centre which is not big enough to have a bank. 
And probably above all, the average amount of money will 
depend upon the confidence which the people have in their 
currency as compared with the confidence which they have 
in other media of wealth. For instance, a “run on the 
bank” is a sudden conversion of deposit credits into cash, 
no doubt due to fright regarding the solvency of the bank 
while at the same time there is confidence in the integrity 
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of the money, which latter may be gold, or else government 
notes which are not necessarily involved by the difficulties 
of the banks. 
Unique Position of United States 

The one comparison which is near enough at hand to be 
of value, and which at the same time brings in considera- 
tions not apparent at first glance, is with the United States. 
The total money of that nation in circulation at the end 
of 1939 was $7,600 millions, or about $60 per capita, com- 
pared with the Canadian figure of $31 per capita. Without 
attempting to explain away all of this difference, there 
nevertheless are important reasons why the per capita cir- 
culation of the United States should be greater than that 
of Canada. It should be noted that the figure is of the 
respective country, not in it. The U.S. figure totals the 
outstanding notes, coin, etc., issued by the Federal Reserve, 
U.S. mint and other authorities, while the Canadian figure 
totals the outstanding Bank of Canada and chartered bank 
notes, coin of the Royal Mint of Canada, etc. There is no 
way of knowing how much of the U.S. issues is in that 
country, nor how much of the Canadian issues is in Canada. 
But the United States is a banker and financial centre for 
certain possessions, and in some measure for the world 
at large. Time was when a traveller could go around the 
world on a pocketful of French franc notes or British pound 
notes. The former lost their prestige through post-war 
devaluations and other influences, while even British 
pounds, which were a world standard at most times during 
the past century, became restricted in negotiability. United 
States money, for numerous reasons, filled the breach, and 
the very fact that tourists from that country were the 
most liberal spenders in recent years, while at the same 
time their spending was more than covered by export of 
U.S. products in world demand, made its money negotiable, 
and even in keen demand at premium rates, in every port 
and exchange centre of the world. Further than that, the 
widespread faith in the United States as a haven of secur- 
ity, and the fact that, even though U.S. notes have not 
been redeemable in gold since 1933, most of the world’s 
gold is in the United States and presumably available for 
possible redemption, has caused these notes to be hoarded 
in some degree wherever they could be obtained. Para- 
doxically, U.S. citizens themselves had a bank closure in 
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1933 which they have not yet forgotten, and many of them 
still cling to more than their normal needs of the circulating 
medium, 

Canada has none of these factors. We are not yet the 
head of an empire. We are not an international banker. 
We tour less than we are toured. And for a long time we 
have escaped a general bank panic or closure. Such Cana- 
dian currency as we do succeed in passing outside of our 
boundaries comes right back for redemption. 


Twenty Billions of Money 


At the end of 1929, the United States circulation was 
$4,943 million, or about $40 per capita. That was the peak 
year, prior to the present war, in respect of business ac- 
tivity, yet through the depression of the thirties the cir- 
culation increased, so it is evident that some powerful in- 
fluence on the money situation was at work. It may be 
useful to show the year-end figures since then: 


Year Million $ Year Million $ Year Million $ 
1929 4,943 1934 5,577 1939 7,609 
1930 4,823 1935 5,897 1940 8,732 
1931 5,611 * 1936 6,563 1941 11,160 
1932 5,412 ~ 1937 6,618 1942 15,410 
1933 5,524 1938 6,888 1943 20,449 


Thus the upward trend of the depression years was ex- 
tended when recovery set in. But the war started a new 
expansion, and the 1943 figure, representing about $160 
per capita, even allowing for a substantial depreciation 
in the purchasing power of the dollar, undoubtedly sets a 
new high mark in the world’s monetary statistics. 

There also has been a very considerable expansion in 
the circulation in Canada, as shown by the following 


comparison : 
1935 1939 1943 


Million $ 
ae ane ee eee 100 233 874 
Less held by chartered banks ................ 41 71 127 
Bank of Canada notes in hands of public ...... 59 162 747 
TEU I TI io 8k od ha ee See sawkce ais 119 90 44 
RO Siu Or eee a ees hess eke a 34 39 49 
Less held by chartered banks ............... 6 5 10 
Os Bh ONT OE BUI Sogo occ. coin deeatiches 28 34 39 
Teal in hands of public... 60. Gc ceed cc ceees 206 286 830 
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This reveals just as rapid a rate of expansion in Canada 
as in the United States, over these years. While the char- 
tered bank notes have been in process of withdrawal, Bank 
of Canada notes have been issued on a much greater scale. 
No doubt there is in Canada, as in other countries, a tend- 
ency to seek even such protection as is afforded by a purely 
paper currency. 


Our Money Exchange 

It may be beside the point to deal here with the respec- 
tive positions of U.S. money in Canada and of Canadian 
money across the line, but the subject constantly arises 
(apart from the present temporary exchange control by 
Canada). Neither one is legal tender outside of its own 
jurisdiction. But actuality is another matter. The United 
States has about twelve times the population and industry 
of Canada. If the proportions of U.S. citizens coming to 
Canada and of Canadian citizens visiting the U.S. were 
exactly the same in one year, then there would be twelve 
of the former for every one of the latter, and possibly 
twelve times as much U.S. money would be spent in Canada 
as Canadian money would be spent in the United States. 
Therefore U.S. money would be much more familiar in 
Canadian channels than Canadian money would be in the 
US. 


Of course the traffic is not so lopsided, in either tourism 
or commerce. Nearly every Canadian lives within an easy 
jump from the U.S. border, but only a fraction of those 
in the U.S. live within a corresponding distance from Can- 
ada. For various geographic and economic reasons, Canada 
is much more dependent upon the U.S. economy, than the 
U.S. is dependent upon the Canadian economy. But the 
above reasoning is borne out to the extent that U.S. touring 
of Canada is quantitively much greater than is Canadian 
touring of the U.S. Consequently in normal times U.S. 
money is a familiar sight in nearly every part of Canada, 
while Canadian money is tolerated only in nearby centres 
such as Buffalo and Seattle, but is quite foreign in such 
places as Norfolk, Va., or Kansas City, Mo. The writer 
had a strange sensation on being asked, by a gas station 
owner in the important town of Missoula, Mont., within 
two hundred miles of the Canadian border, for a Canadian 
dollar bill as a souvenir, because the owner did not recollect 
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having seen one before. This was in 1938, when Canadian 
money was at a slight discount in the U.S.! And beyond 
these quantitive considerations, is the relative stability of 
the U.S. as compared to Canadian money in recent years. 
Indeed, since the abandonment of gold by nearly all coun- 
tries, U.S. money has become a sort of paper standard for 
other currencies. 


Payment of 1943 Income Tax Balance 


Postponed 


In the House of Commons on 27th March the Minister 
of National Revenue, Honourable C. W. G. Gibson, an- 
nounced the postponement of income tax balances due on 

‘30th April, to 3lst August. His statement follows: 


I desire to make a statement concerning the payment of 1943 
income tax. Owing to an unusual combination of circumstances, which 
is not likely to occur again, the government has decided to postpone 
the payment of any balance of unpaid income tax falling due on the 
30th of April, from that date to the 31st of August, without interest. 

Taxpayers are advised that this announcement is in respect of the 
payment of the balance of taxes falling due on the 30th of April, 
and does not refer to the time of filing income tax returns. Income 
tax returns must still be filed on or before the 30th of April. 

It will be observed that this announcement falls into two parts— 
one, postponing the time of payment to the 31st of August, and the 
other confirming that the filing of returns must be made by the 30th of 
April as required by law. 

Perhaps a comment on the postponed payment should be made. 
It remains open for any individual to make payment of the unpaid 
balance of 1943 tax falling due on the 30th of April at any time be 


tween now and the 31st of August without any interest being added. - 


After the 31st of August interest at five per cent, as provided by law, 
will become payable. 

The income tax returns, as the law at present requires, must be 
filed on the 30th of April. The reason for requiring these returns to 
be filed on the present due date is to enable the income tax division to 
proceed with the assessing of returns, to avoid delay in making refunds 
and the issuing of compulsory saving certificates. 

In a further announcement on 25th April the minister 
said: 

I should like to clarify the previous statement I made on March 
27 concerning the extension of time for tha payment of income tax 
by individuals. Strictly interpreted the statement would exclude those 
taxpayers who pay their taxes on the quarterly instalment plan. I 
should like to make it clear that taxpayers who have estimated their 
tax on a quarterly instalment basis, as required by the Income War 
Tax Act, will be granted until August 31 to pay, without interest, 


any additional tax that may be owing over and above what was 
estimated. 
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WAR CONTRACT TERMINATION 


For some months H. P. Herington of the Ontario 
Institute and E. F. O’Brien of the Quebec Society 
have been serving on a special committee on Ac- 
counting Procedures formed by the Department of 
Munitions and Supply. The first task of the com- 
mittee has been the preparation of a manual of 
procedure on termination of war contracts. The 
manual has now been issued and a copy sent to each 
member of the Association. It is known that the 
Department of Munitions and Supply look to the 
accounting profession for support and assistance in 
dealing with the many questions that will arise in 
connection with war contract terminations and it is 
likely that the practising chartered accountant will 
find that for a time the work in connection with 
contract terminations will be an important feature 
of his practice. Accordingly the executive commit- 
tee of the Dominion Association has asked Messrs. 
Herington and O’Brien to act as a committee of the 
Association to deal with any problems affecting the 
profession that may arise in this connection. Read- 
ers are invited to address any questions that may 
arise in connection with war contract termination to 
the secretary-treasurer of the Association. Such 
questions will be reviewed by the committee and 
where the principles involved appear to have general 
application the answers will be published in the 
magazine. It is hoped that through this department 
of the magazine the Dominion Association will be 
of service to its members and through them assist 
the Department of Munitions and Supply in carry- 
ing out a most difficult task. 





QUEBEC SOCIETY DINNER 


Quebec Society Dinner 


At THE annual dinner of the Society of Chartered Ac- 
countants of the Province of Quebec, held 24th March, 
the president, C. F. Elderkin, C.A., addressed the following 
welcome to the new members of the Society. 

“It is our great pleasure this evening to have with us 
our newly admitted members and to present them with 
their certificates of membership. 

“It might be of interest to our guests to explain that, 
whereas there is a separate society or institute of char- 
tered accountants in each of the provinces of Canada, all 
of these provincial institutes have adopted what are known 
as the Dominion uniform examinations, for their students. 
These are prepared by a representative committee and each 
year are held on the same dates throughout Canada. In 
this province, the examinations are presented in both 
French and English, for the benefit of those students who 
prefer to write in the former language. 

“To you who have recently gained admission to this So- 
ciety, we extend a most cordial welcome. We heartily con- 
gratulate you on having successfully passed through ser- 
vice requirements, study courses and examinations to the 
attainment of this, the first major goal in your professional 
life. 

“You have become members of one of the oldest incor- 
porated bodies of chartered accountants in the world, the 
charter of which was granted in July, 1880, and by admis- 
sion to this Society, you have also become members of The 
Dominion Association of Chartered Accountants, which has 
a membership exceeding 2,600, consisting of all of the mem- 
bers of the institutes of the nine provinces of Canada. 

“As a chartered accountant, let me impress upon you 
the responsibilities which you have to the public and to your 
fellow members. If one word could be selected to represent 
a criterion for this profession, I would suggest that the 
word be INTEGRITY. Having it as a foundation, you may 
build with the aid of knowledge, work and ability, but with- 
out it, the latter, no matter how great, will not enable you 
to erect a successful structure of professional life. 

“INTEGRITY in your relations with the public will en- 
compass loyalty, yet independence, in your associations with 
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clients—the obligation to perform your duties to the best of 
your ability and yet retain that freedom of thought and 
action which is essential to the maintenance of professional 
standards. It is incumbent upon you to persevere in the 
attainment of further knowledge that you may better fit 
yourself to carry out your responsibilities with that com- 
petence which is now expected of you, and, should occasion 
arise when you feel your training has not yet entirely fitted 
you to render worthy service, to take counsel with those 
whose experience can be of benefit to you. It is particularly 
important that you take an active part in the affairs of the 
community and fulfil your duties as a citizen of your 
country. 


“INTEGRITY in your relations with fellow members 
must have as prime requisite the observance of the highest 
standards in the practice of your profession, for to a great 
extent, the reputation of the whole depends upon each of 
us. Your professional conduct should therefore be such at 
all times as to convince the world that merit has been your 
right to participation in our membership. 


“But no matter how exemplary and competent you may 
be in your practice, you have not fulfilled your scope unless 
you have displayed ethical and energetic co-operation with 
your fellow chartered accountants. Today the affairs of 
the profession require the active devotion of considerable 
time on the part of many. In this Society, almost 10% of 
our members are today serving on provincial or Dominion 
committees of the profession, giving their time freely and 
without thought of recompense. Not only should you be 
willing to serve in a similar manner when called upon, but 
you should prepare yourself to be of assistance by taking a 
keen interest in all matters which relate to the education of 
our students and the advancement of the standards and 
prestige of the profession. 

“In the future, many of you will be responsible for the 
training of students in your offices. It will then become 
your duty not only to teach them the fundamental knowl- 
edge essential to the profession, but also to inculcate in 
them those ethics, without which they cannot hope to build 
a successful future. 

“In conclusion, let us all pay tribute to those who‘are 
now serving their country. We, the chartered accountants 
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of Canada, are exceedingly proud of the part that our mem- 
bers and students have taken in the present conflict, both 
in the armed forces and in other services. Many of those 
who have left our ranks will not return. To them we pay 
grateful homage... We who remain have a trust. 

“We must be certain that every possible opportunity is 
given to our members and students on active service to 
continue their studies and retain their associations with us. 
It will be of interest to you to know that all students who 
are in the armed forces stationed in the United Kingdom, 
may now receive from Canada, correspondence courses cov- 
ering the required studies, and that, through the courtesy 
of the Institute of Chartered Accountants in England and 
Wales, our Dominion uniform examinations for those stu- 
dents who are eligible to write will be held in December, in 
London, England, at approximately the same time as in 
Canada. 

“Further, we have a duty to provide every possible as- 
sistance to those members and students when they return. 
Committees are actively functioning at the present time, 
both in the provincial institutes and in the Dominion As- 
sociation. It is as yet too early to announce final arrange- 
ments, but there has been very definite progress, and it is 
hoped that soon we will be able to inform the members 
and students of plans that are being made for their assist- 
ance when they return. 

“Finally, it is our duty to guard well the profession at 
home. Let each endeavour to carry out the maximum ef- 
fort which lies within the scope of his attainment, in order 
that those who come back to us, after giving years of their 
lives for their country, will find a profession which has 
grown in stature and repute, and in which they will again 
be proud to claim membership.” 


Tribute to Major General Ross 


A special feature of the Quebec dinner was the tribute 
to Major General J. G. Ross, C.M.G., on the sixtieth an- 
niversary of his admission to the Society, which was accom- 
panied by the presentation of a sterling silver shield and 
scroll mounted on a mahogany plaque. The engraved mes- 
sage on the plaque reads as follows: “MAJ. GEN. JAMES 
G. ROSS, C.M.G. Presented by his fellow members of The 
Society of Chartered Accountants of the Province of Quebec 
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on the occasion of the sixtieth anniversary of his admission 
to membership. 1884-1944.” On behalf of the Society, 
Mr. Arthur Cross, C.A., president of the Dominion Steel 
and Coal Corporation, spoke as follows: 


“T have been honoured by our president in being asked 
to say a few words on a very notable occasion. This year 
marks the sixtieth anniversary as a chartered accountant of 
Major General J. G. Ross, C.M.G. 


“Possibly the recognition of this occasion by the Society 
may be regarded by the very conservative in the profession 
as a dangerous precedent, but I can confidently assure the 
younger members that if any of them have enough of what 
it takes to stay with the accounting profession for 60 years 
and still attend the office daily they will have justly earned 
all the honours that this or any other association can 
bestow. 

“General Ross was born in Montreal on October 18th, 
1861, when the population of the city was probably less 
than 100,000 (that was, of course, before confederation 
and there was no census in those days), and he has seen it 
grow to its present size of well over a million population. 
He was educated in Montreal High School and Guelph Agri- 
cultural College. He has been senior member of the firm 
of P. S. Ross & Sons since the death of his father, the found- 
er of the firm, in 1907. He was a member of the Council 
of the Society of Accountants in Montreal 1897 to 1899, 
again from 1907 to 1909. He was first vice-president from 
1909 to 1911 and was president from 1911 to 1913. 


“In addition to having had a distinguished career as a 
chartered accountant he was a famous amateur athlete in 
his younger years and has always been active in military af- 
fairs. As an athlete he was champion snowshoer of Canada 
for many years and established a record for the run over 
the mountain which has never been equalled. 


“In military affairs he was a member of the Ontario 
Field Battery 1879-1883 and an officer in the Victoria Rifles 
of Canada 1884-1891. In 1891 he joined the 5th Royal 
Scots, now the Royal Highlanders of Canada, and became 
officer commanding in 1909. He was president of the Do- 
minion Rifle Association and commanded the Bisley team 
to England in 1914. He served as chief paymaster of the 
Canadian expeditionary force 1915-1917 and was paymaster 
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general of the overseas expeditionary force of Canada 1917- 
1919. He was created C.M.G. in 1917, made brigadier gen- 
eral in 1918 and major general in 1938. 


“T have known General Ross for over half his life as 
a chartered accountant, to be exact, since February 1912 
when having just arrived from England I entered the ser- 
vice of P. S. Ross & Sons. My close association with the . 
firm during the ensuing period of 12 years or so, and a 
continuing friendship with the members of the firm and 
many of the staff since that time, enable me to speak of 
General Ross with a considerable background of knowledge. 
This knowledge, however, places me in a rather embarras- 
sing position, because, while General Ross possesses in out- 
standing degree those sterling qualities in a man which so 
richly deserve eulogy, there is none who has a greater aver- 
sion to being patted on the back. 


“Integrity of thought and action is necessary for lasting 
success in any walk of life and, in the absence of that in- 
tegrity, particularly in the accounting profession, technical 
proficiency becomes nothing but a snare and a delusion. 
Among the many qualities which have cemented his friend- 
ships and commanded universal respect in the community, 
General Ross has possessed that characteristic of integrity 
in the highest degree. 

“In all circumstances coming within the scope of my ob- 
servation for a period of more than 30 years his approach 
to any question has always been to concentrate on finding 
out the right thing to do and then doing it unswervingly. 


“T could enlarge at great length on his many other excel- 
lences of character but out of consideration for his feelings 
I forbear. 


“Before concluding these brief remarks I would like to 
quote a few thoughts on youth which recently came to my 
knowledge: ‘Youth is not a time of life, it is a state of mind. 
Nobody grows old by merely living a number of years. 
People grow old only by deserting their ideals. Years may 
wrinkle the skin but to give up enthusiasm wrinkles the 
soul. You are as young as your faith, as old as your doubt; 
as young as your self-confidence, as old as your fear; as 
young as your hope, as old as your despair. So long as the 
central place of your heart receives messages of pity, hope, 
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cheer, courage and power from the earth, from men, and 
from the infinite, so long are you young.’ 

“General Ross, by that test you are still young and will 
remain young until the years take their ultimate toll. We 
congratulate you and trust you will be with us for years to 
come.” 


Current Accounting Literature 
By J. D. Campbell, C.A. 
BULLETINS 
Cost Accounting 


|S Nara No. 18, Volume XXV, Ist March 1944, pub- 

lished by the National Association of Cost Account- 
ants (885 Madison Avenue, New York), carries an article 
which summarizes the relief provisions which have been 
inserted in the U. S. legislation covering the field of taxes 
on excess profits. 

Excess Profits—Harold K. Marks in an article “Relief 
Provisions of the Excess Profits Tax Law, Including Section 
722” indicates in brief the nature of the relief through 
equity which the various relief sections of the U. S. legis- 
lation attempt to extend to corporations where conditions 
within the excess profit taxation years differ widely from 
the conditions existing within the base period, or what 
might be considered a normal taxation year. In setting 
out the nature of the representations which must be made 
by the taxpayer in order to properly qualify for such relief 
the article states, “As tax rates have increased and tax 
regulations have become more voluminous and complicated, 
companies have had to go deeper into their records to sup- 
port their tax claims and to depend more and more on cost 
accounting records. This is particularly true in connection 
with the relief provisions of the excess profits tax law, 
for in many cases cost records are required to substantiate 
claims for relief and to determine the amount thereof.” 

Inasmuch as the tax laws require the inclusion in the 
current taxable year of all income which is realized within 
the year, whether or not actually earned in that year, there 
was inserted in the U. S. legislation a provision that ab- 
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normal income attributable to other than the excess profit 
year or years should not be subject to the excess profit tax 
impost. This allocation is put into effect merely for excess 
profits tax purposes. Among the specific cases referred to 
are income included in the taxable year solely by reason of a 
change in the accounting method, income derived because 
of the termination of a lease and dividends from foreign 
corporations. “The general rule is that income is abnormal 
if it is not customary to receive income of that class.” 


Relief provisions have been inserted also for instalment 
basis taxpayers in which cases, providing the taxpayer 
falls within certain specific requirements, they are permit- 
ted to make a recomputation of the income from sales on 
the accrual basis of reporting the income in the years in 
which the sales were originally made, for excess profits tax 
purposes only. In the case of long term contracts “the com- 
pany may recompute its income from such contracts upon 
the so-called ‘percentage of completion’ basis allocating to 
each year the proportion of income applicable to the amount 
of work performed.” 


It is interesting to note that a certain number of relief 
provisions are available automatically to all taxpayers (U. 
S.) who were in business during the base period (1936-39). 
In the determination of the average, the year of the lowest 
profits or of the greatest loss is eliminated and there is 
substituted therefor a figure equivalent to the 75 per cent 
of the average of the other three years. In addition the 
growth formula provides that “if the income for the last 
two years is higher than the first two years, one-half of the 
difference is added to the sum of the last two years, the 
total is divided by two and the resulting figure is used as 
the average base period credit, with the proviso that it may 
not exceed the highest individual year in the base period.” 


A considerable portion of the article is devoted to a dis- 
cussion of the relief granted under section 722 of the U. S. 
tax legislation, the essential purpose of which is to adjust 
the “measuring rods” of normal earning. The relief grant- 
ed under this section follows closely the type of relief grant- 
ed by Canadian legislation through the “board of referees”. 
In qualifying for relief under this section taxpayers are 
required: (1) To prove that the tax without the application 
of section 722 is excessive and discriminatory, and (2) 
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their estimation as to what constitutes a fair and just 
measure of normal profits. 


Discussions revolving about the above requirements are 
presented sub-divided under various headings including re- 
lief where operations are interrupted or diminished, relief 
where business is depressed during base period, relief where 
there is a variant profit cycle, and relief where there is a 
change in business or a start immediately prior to base 
period. The discussions are followed by an extensive check 
list for section 722 which is intended as a working guide 
for any taxpayers claiming relief under section 722, and 
which is suggestive in concrete form of the various kinds 
of events or incidents which may have adversely affected 
the trend of the taxpayer’s business during the base period, 
with the result that its average income is an inadequate 
standard of normal profits. 


Plan—Volume XXV, No. 14, 15th March 1948, 
published by the National Association of Cost Accountants, 
carries an article “A Salary Payment Plan” by Quentin L. 
Horsman, in which a case example is presented indicating 
in detail the procedures followed in the development and 
installation of a job evaluation and merit rating plan. The 


plan outlined is supported by several exhibits. 


Auditing 


Governmental Regulations—The March 1944 issue of 
“The Journal of Accountancy” (13 East 41st Street, New 
York), carries a statement issued by the research depart- 
ment of the American Institute of Accountants covering 
the responsibilities of the independent public accountant in 
the usual examination of financial statements, to determine 
whether a client has complied with governmental regula- 
tions and to report on violations thereof where they are 
believed to have taken place. 


In discussing the general limitations to auditing stand- 
ards which are applicable to the accountant’s customary 
examination of the financial statements of a corporation or 
other business organization, it is suggested that the ac- 
countant’s responsibility should ordinarily be limited to: 
“(1) Those matters upon which he, as a reasonably intelli- 
gent and prudent accountant, is qualified to pass and which 
are reasonably within the sphere of his activities as a pub- 
lic accountant, considering the purpose of the examination; 
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(2) those matters which are or should be reflected in the 
financial records and books of account or the evidence per- 
taining to which should be so reflected; (3) those matters 
which are within the scope of the application of such gener- 
ally accepted auditing standards.” The violation on the 
part of the company of any of the regulations in the 
majority of cases results in financial liability, and herein 
lies the accountant’s responsibility, although the account- 
ant’s ability to determine compliance with the regulations 
is subject to the limitations of their legal interpretation. 

In covering the question of the accountant’s responsibil- 
ity to report violations, it is suggested that if, after enquiry, 
the accountant is reasonably certain that a violation exists 
“the should insist that full provision be made in the finan- 
cial statements for any liability resulting therefrom.” Due 
to the nature of the item, the suggestion is made that the 
management should state in a footnote to the financial 
statements, or by some other method, that to the best of 
their knowledge and belief all wartime government regula- 
tions have been complied with during the year. 

Accountant’s Report—A report, “Accountant’s Report 
and Opinion’’, presented by the sub-committee of the com- 
mittee on auditing procedure of the American Institute of 
Accountants, is published in the March 1944 issue of “The 
Journal of Accountancy”’. 

The report covers a series of questions relating to the 
short form of the public accountant’s report indicating the 
nature of any omissions or additions deemed necessary to 
meet specific circumstances. 

Definite examples are submitted suggestive of the 
nature of the report covering the scope of examination. 
“We have examined the balance sheet of ... . company 
as of December 31, 1942 and the related statement of profit 
and loss and surplus for the year ending on that date, have 
reviewed the accounting procedures of the company and 
have examined their accounting records and other evidence 
in support of such financial statements. Our examination 
was made in accordance with generally accepted auditing 
standards applicable in the circumstances and included all 
auditing procedures we considered necessary, which pro- 
cedures were applied by tests to the extent we deemed ap- 
propriate in view of the system of internal control.” 
Additional problems covering confirmation of govern- 
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ment receivables, tests, comparative statements, and the 
location of exceptions covering opinions are discussed. 

Regarding the failure to obtain confirmation of govern- 
ment receivables, the suggestion is offered that a new 
sentence be added to the section covering the omissions of 
generally accepted auditing standards to the effect that 
“confirmation of receivables from United States government 
departments were not obtainable but we satisfied ourselves 
by other means as to these items”. 

It is interesting to note that in discussing the phrase 
“auditing standards applicable under the circumstances” the 
sub-committee stresses the test of the phrase “is not based 
alone on the judgment of the individual accountant con- 
cerned but must in his opinion be supported by his peers 
in the profession to justify the use of the statement”. 


ARTICLES 


Cost Accounting 


Robert L. Dixon in an article “Cost Accounting Prin- 
ciples”, published in the March 1944 issue of “The Journal 
of Accountancy”, proposes the development of a carefully 


constructed and generally acceptable statement of the fun- 
damental principles of cost accounting. 

The article proper is devoted to an extensive review of 
the respective situations which were either in existence or 
have developed specifically from the conditions brought 
about by the present war, as a background in support of 
the required development of a generally acceptable state- 
ment of the fundamental principles of cost accounting. The 
various situations discussed in detail cover the fields of 
termination of contracts, renegotiation, cost-plus-fixed-fee 
contracts, and other types of government contracts. 

The presentation of the general background is supple- 
mented by a discussion of various general factors, which 
the writer feels are significant, underlying the necessity 
for the development of a set of cost accounting principles. 
In covering the general question of comparability of finan- 
cial data it is pointed out: “It follows directly that if sound- 
ness and a degree of uniformity are to be desired in finan- 
cial accounting the same attributes must be sought after 
in cost accounting, since the cost data of a particular ac- 
counting system have an obvious and important bearing 
upon the financial statements.” 
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Although cost accounting holds a significant place in 
the present accounting set-up, it is stressed that the limita- 
tions of the cost accounting mechanism should be candidly 
recognized in setting forth any principles of cost account- 
ing. “To the extent that unquestionable cost allocations 
have admixed with them costs whose bases of assignment 
are of dubious validity the over-all result becomes unreliable 
if not dangerously misleading.” 
Price Fixing 

C. U. Peat, joint parliamentary secretary to the ministry 
of supply, in an article “Wartime Price Fixing by a Govern- 
ment Department”, published in Volume CX, No. 3612, 
26th February 1944 of “The Accountant” (London), out- 
lines the nature of the contracts utilized by the government 
in meeting its problem of supply and indicates specific prob- 
lems which arise out of the attempts which have been made 
to fix prices. 

Since the ministry has been in a position only rarely 
to fix a price based on long experience of a product in which 
productive operations and processes have been standardized, 
it has been forced to adopt procedures as nearly as possible 
which would fit into the two all-important considerations 
of “(a) the efficient and economical use of labour and ma- 
terials, and (b) the time factor.” These considerations 
have been most accurately met in the fixed price and the 
maximum price form of contract. 

“Tt is not the practice of departments to place contracts 
on the basis of cost-plus, meaning that the price paid is the 
cost ascertained plus an added percentage of profit .... 
The cost-plus contract is not liked because of the percentage 
of profit which applies.” 

The specific problems discussed cover the fields of profit 
margins, valuation of assets and costing records. In dis- 
cussing the general problem of costing records the signific- 
ance of such cost records together with their inadequacy 
in many cases is stressed. “We are considering methods 
of price-fixing, and price-fixing sooner or later comes back 
to costing. Costing is not an end in itself but its functions 
must be to help a business man to keep his finger on the 
efficiency of his business and to help him fix a price at 
which he can sell his product to his customer.” 
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CURRENT ACCOUNTING LITERATURE 


Cost 


James L. Dohr in an article “Cost and Value”, published 
in the March 1944 issue of “The Journal of Accountancy”, 
gives consideration to the problem of the extent to which 
cost and value should be reflected in the accounting records 
and in the financial statements. 


In discussing the fundamental difference existing be- 
tween cost and value it is pointed out that it is basically 
one of “time”, since cost and value are substantially the 
same at the beginning. “The problem of cost and value 
arises as time goes on.” 

An examination sets out recent U. S. court decisions, 
coupled with the present shift in emphasis from the balance 
sheet to the income statement, as indicators of the trend 
towards a present worth (value) reflection in the account- 
ing records and financial statements as against the presenta- 
tion of “investments of capital which will eventually be 
matched against revenues in the determination of income.” 


In drawing tentative conclusions the ruling factor is 
considered to be the basic objective of accounting. In so 
far as the function of the accountaint is “primarily one of 
dealing with the cost of acquisition and the amortization 
of that cost over the useful life of the assets”, the account- 
ant is for the most part concerned with the business enter- 
prise as a going concern. “It follows that accounting is 
generally on a cost basis and that there is and should be a 
strong presumption in favor of statement in terms of cost.” 


Three rules are sét out as guides to conditions under 
which departure from cost might be advisable. “(a) When- 
ever present value is greatly below cost and the evidence 
indicates clearly that the disparity is likely to prevail for 
some time, or that there is no reasonable expectation that 
cost can be recovered in the ordinary course of business, 
appropriate recognition may be given to fairly determined 
present value. (b) Whenever present value is greatly in 
excess of cost and the evidence indicates clearly and con- 
vincingly that the disparity is likely to prevail at least for 
a considerable period of time, appropriate recognition may 
be given to fairly determined present value .... (c) When 
recognition is given to present value, under either of the 
above conditions, there must be full and complete disclosure, 
and in some cases of comprehensive revaluation particularly 
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those involving long-term assets, the method of the account- 
ing reorganization should be employed.” 


Personnel 

George Walsh, personnel director of Canadian Car & 
Foundry Ltd., in an article “Responsibilities of the Person- 
nel Manager”, published in the March 1944 issue of “Cost 
and Management” (66 King Street East, Hamilton), dis- 
cusses the nature of the personnel management question in 
its present application to business, setting out clearly the 
manner in which it is utilized as a tool for intelligent con- 
trol over “the products this labour produced”. 

Against a general outline of the qualifications necessary 
to fill a personnel manager’s position, an outline is presented 
of the nature of the functions which are filled by the per- 
sonnel department. These are listed as: “(1) Employment, 
transfers, adjustments; (2) education and training; (3) 
wage administration; (4) safety-health; (5) employee ser- 
vices; (6) personnel research; (7) labour relations.” Each 
of the various functions is discussed in detail. “It can, 
therefore, be readily seen that employees are becoming to 
be recognized as a definite integral part in an organization, 
therefore, a personnel department, the sole duty of which is 
to keep manpower functioning properly, plays a tremendous 
part in a properly organized industry.” 


Book Reviews 
Canada and the Building of Peace. 
Reviewed by A. W. Gilmour, C.A., Montreal. 


“Canada and the Building of Peace” by Grant Dexter 
(Canadian Institute of International Affairs, Toronto, 
$1.00) in a space of 175 pages affords an interesting and 
instructive summary of the complex problems which await 
the delegates Canada will send to the peace conference fol- 
lowing the end of hostilities. 

The author, Grant Dexter, is associate editor of the 
Winnipeg Free Press and has succeeded in compressing a 
remarkable quantity of facts and economic principles into 
the space of a few pages and has also succeeded in pro- 
ducing a very readable work. 

The booklet outlines the fundamental problems which 
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will be encountered in building a lasting peace, and reviews 
briefly the work of the last peace conference, mentioning 
in passing the almost forgotten story of the struggle of 
Canada and the other Dominions at that time to secure 
recognition of their proper status as independent nations. 
The chapter on what the war has done to Canada brings 
out the immense growth in industry which has taken place 
in the last few years as a result of Canada’s contribution 
to the common cause, which is all the more interesting 
when it is realized that prior to 1914 Canada was largely 
an agricultural nation and her contribution in the last war, 
apart from men, consisted largely of foodstuffs and other 
raw materials. 

The greater part of the book is devoted to the considera- 
tion of the problems, economic and financial, which must be 
settled. The magnitude of these problems is staggering, 
and the probability of their satisfactory solution in a short 
time appears unlikely. The author does refer to some possi- 
ble solutions, but does not attempt to dogmatize on the 
subject. 

To those interested in the future of this country, this 
book contains a fund of useful information and some very 
clear thinking upon subjects which are vague to most per- 
sons. 


Taxation. Reviewed by the Editor. 

A series of special lectures on Taxation, arranged by 
the Law Society of Upper Canada, and now published 
in book form, makes another substantial contribution to 
the growing Canadian literature on this subject. The 
book comprises 410 pages and is published at $7.50 per 
copy by Richard De Boo Limited, 137 Wellington Street 
West, Toronto, Ont. 

The series dealt with income and excess profits taxes by 
H. H. Stikeman, assistant deputy minister in the Depart- 
ment of National Revenue and by Molyneux L. Gordon, 
K.C., and with succession duties by L. A. Richard, K.C., 
senior assistant solicitor of the succession duty office in 
Toronto; while the last-mentioned dealt chiefly with the 
Ontario succession duty, one of his lectures covered the 
Dominion law. 

The lectures obviously endeavoured to give a basic 
understanding of these taxes, rather than a narrow descrip- 
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tion of rates and interpretations now in force. Emphasiz- 
ing this point at the start of his first lecture, Mr. Stikeman 
said: “It is not my plan to give you the departmental atti- 
tude as reflected in the various rulings and regulations. 
This would be easy but would be of little real value to you, 
as the administrative decisions are ancillary to the law 
itself and are continually changing. I shall refer to them 
later in their proper place as a part of the administrative 
function of the department. I hope to be able to give you, 
however, the soundest possible basis upon which you may 
found further research upon any particular problem. This 
foundation is the law itself, which is composed of principles 
gathered from the statutes and jurisprudence of this coun- 
try and the United Kingdom.” He stressed three main 
lines of study, namely, the firmly rooted legal principles 
upon which the tax law is founded, court decisions, and 
the administrative methods and machinery of the Income 
Tax Division. The book accordingly covers the tax statutes, 
legal decisions, and departmental interpretation and policy. 

The best view of its scope may be given by the follow- 
ing list of lectures or chapters: 

By H. H. Stikeman: Persons taxable; persons and in- 
come exempt; income; deductions and exemptions; trans- 
actions to avoid and minimize tax; ministerial and admin- 
istrative discretion; administration; procedure; questions 
and answers. 

By M. L. Gordon: How to study income tax law. 

By L. A. Richard: The Ontario succession duty act; 
incidence of the tax; exemptions; features of administra- 
tion; comparing the Dominion act. 

The book concludes by reproducing, in large clear type, 
the full text of the income tax act (consolidated) and the 
excess profits tax act (consolidated). 





INCOME TAX REFUND FOR AUXILIARY SERVICE SUPERVISORS 


INCOME TAX ON AUXILIARY SERVICE 
SUPERVISORS SERVING ABROAD 
The following Order in Council (P.C. 1087) was passed 
on 21st February 1944: 


Whereas the Minister of Finance reports that the auxiliary service 
supervisors of the Department of National Defence, Adjutant Gen- 
eral’s Branch, are persons engaged in such like organizations as the 
Y.M.C.A., the Red Cross, the Salvation Army, the Knights of Colum- 
bus, and other organizations; 

That in all there are something over three hundred such persons 
engaged in the auxiliary service serving in non-combatant capacities, 
with the Canadian active service forces outside the western hemis- 
phere; 

That the members of the said auxiliary service are subject to 
Canadian income tax in respect of their pay and allowances, through- 
out the period of their service overseas; 

That having regard to the character of their activities in conjunc- 
tion with the army, navy and air forces abroad, it is deemed fair and 
expedient that they should not be required to pay income tax on 
the same basis as civilians, that is, be liable to tax on their total in- 
come from all sources, but rather that they should be dealt with in 
a manner more approximate to the exemption granted to members of 
the armed forces overseas, but, inasmuch as they are not members 
of the Canadian armed forces, that they should not receive complete 
exemption in respect of their pay for such services; 

Therefore His Excellency. the Governor General in Council, on the 
recommendation of the Minister of Finance and under and by virtue 
of the War Measures Act, Chapter 206, Revised Statutes of Canada, 
1927, is pleased to order and doth hereby order that the following 
exemptions be provided under the Income War Tax Act, to be effective 
as and from the first day of January, 1943: 

1. One-fifth of the pay of such auxiliary service supervisors be 
deemed not subject to taxation under the Income War Tax Act; 

2. All subsistence allowances received by such auxiliary service 
supervisors relative to their duties overseas shall not be subject to 
taxation under the said Act; 

3. The portion of the “taxes otherwise payable” as referred to in 
section 7A of the Income War Tax Act, sometimes referred to as the 
refundable portion, shall not be payable in the case of such supervisors. 


INCOME TAX REFUND FOR AUXILIARY SERVICE 
SUPERVISORS 


The following Order in Council (P.C. 99/1385) approv- 
ing a minute of the Treasury Board, was passed on 3rd 
March 1944: 


The Board recommend that, under the authority of the War Meas- 
ures Act and in accordance with the provisions of Section 33 of The 
Consolidated Revenue and Audit Act, the taxes paid or payable under 
the Income War Tax Act for the years 1940 to 1942, both inclusive, in 
respect of the service pay and allowances of those persons falling 
within the description “The Auxiliary Service Supervisors of the De- 
partment of National Defence, Adjutant General’s Branch”, while serv- 
ing in a non-combatant capacity with the Canadian active service 
forces outside the western hemisphere, be remitted. 
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Personals 


Messrs. C. N. Knowles and Company, chartered account- 
ants, announce the removal of their office to Suite 1006-7, 
Royal Bank Building, 360 St. James Street West, Montreal. 

Messrs. David Rothenberg and Company, chartered ac- 
countants, announce the removal of their office to Room 
715, New Birks Building, Montreal. 

M. J. Prupas, chartered accountant, announces the 
opening of his office at Suite 411, Confederation Building, 
1253 McGill College Avenue, Montreal. ; 













Obituaries 
The Late John Allen Ovens 


The Institute of Chartered Accountants of Ontario re- 
grets to announce that P/O John Allen Ovens has been re- 
ported missing, presumed dead. P/O Ovens was attached 
to the RAF Transport Command and was on his way to 
Africa from Trinidad on November 7, 1943, when his plane 
was forced down. 

Mr. Ovens passed the final examination of the Institute 
in July 1941, after serving with the firm of Seburn, Fergus- 
on & Baker. Shortly after qualifying as a chartered ac- 
countant he transferred to the Robert Simpson Company 
and he was the sales audit manager for this concern in 
Halifax. In April 1942 he enlisted with the Royal Cana- 
dian Air Force as a navigator. He was awarded the Do- 
minion Skyways Trophy for finishing at the head of his 
class at the completion of his training. 

To his parents the Institute offers sincere sympathy. 


The Late John Luttrell Hutchison 


The Society of Chartered Accountants of the Province 
of Quebec records with deep regret the accidental death 
of P/O John Luttrell Hutchison in an air crash at Pene- 
tang, Ontario. He was an instructor at Camp Borden. and 
was engaged in a routine training flight at the time of 
the accident. 

Educated at Brockville and Westmount High School, 
Pilot Officer Hutchison joined the R.C.A.F. in September, 
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1942, and received his pilot’s wings in Moncton in Decem- 
ber, 1948. He was formerly in the employ of Messrs. 
Creak, Cushing and Hodgson and was admitted to member- 
ship in April, 1941, after passing the final examination 
held in December, 1940. 

To his wife and family, the members extend their sin- 
cere sympathy. 


The Late John Albert Jackson 


The Institute of Chartered Accountants of Ontario 
regrets to announce the death of John Albert Jackson on 
March 14th, 1944, in Ottawa in his 71st year. 

The late Mr. Jackson passed the final examination of 
the Institute in 1899 and was one of the first chartered 
accountants in Ottawa. Apart from a few years spent in 
the United States, Mr. Jackson lived all his life in Ottawa. 
For a number of years now he has been retired and died 
after a lengthy illness. 

To his brothers and sisters, the Institute offers its 
sympathy. 


The Late Edgar Kaulbach 


It is with deep regret that the Institute of Chartered 
Accountants of Nova Scotia announces the death of Edgar 
Kaulbach at Halifax on 2nd April 1944. 

The late Mr. Kaulbach was admitted a member of the 
Institute on 13th February 1901, and was the oldest member 
of the Institute. He took a very active interest in the 
affairs of the Institute and was largely responsible for its 
success during the earlier years. In addition to serving 
in the various offices and on the Council of the Institute, as 
proprietor and principal of the Maritime Business College, 
he was also responsible for the instruction and guidance 
of many of the present members. It is in this latter ca- 
pacity that many will remember him best, because of the 
personal interest which he took in the welfare of each 
student. 

He was a past president of The Dominion Association 
of Chartered Accountants. 

He has no immediate family surviving him, his wife 
having predeceased him a year and a half ago. 
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Provincial News 
British Columbia 


The members of the British Columbia Institute held a 
dinner meeting at the Georgia Hotel on Wednesday, March 
15th, about forty-five members attending. Mr. Wm. Mac- 
intosh, chairman of the committee on educational and tech- 
nical matters, was in the chair. In introducing the mem- 
bers at the head table, Mr. Macintosh took the opportunity 
of paying tribute to Mr. David H. Sheppard, recently ap- 
pointed inspector of income tax for the Vancouver district. 


Mr. Macintosh ably expressed the high regard in which 

Mr. Sheppard is held by the members of the profession, and 
the general satisfaction felt in that his appointment was 
_ made on the sole basis of merit and ability without any 
element of political consideration entering into the choice. 
He complimented Mr. Sheppard on his promotion, and con- 
veyed to him the good wishes of the B.C. Institute members 
in fulfilling the duties and responsibilities of his new office. 


The meeting had been called for the purpose of a dis- 
cussion of the preparation and filing of the various income 
tax returns and accompanying schedules. The main speak- 
er of the evening was Mr. Ken G. Clark, corporation asses- 
sor of the Vancouver district, who ably covered the essen- 
tials of this broad subject. The main points of Mr. Clark’s 
speech may be summarized as follows: (1) Answer all 
questions; (2) submit complete financial statements and 
audit reports; (3) submit detailed schedules and reconcilia- 
tions covering both balance sheet and operating and profit 
and loss accounts; (4) give such additional information as 
may be deemed necessary for facilitating the work of the 
department assessors; (5) file all returns on time. 

A question period followed Mr. Clark’s address when 
points relative to inventory reserve, refundable portion, 
war risk insurance, group insurance, donations (1944) and 
other matters were referred to Mr. Sheppard, inspector of 
income tax, and Mr. Clark and Mr. Carter, also of the in- 
come tax department. 

A suggestion was made by a member present that the 
department might be asked to consider issuing income tax 
forms of standard foolscap size, printed to standard ma- 
chine spacing. 
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PROVINCIAL NEWS 


Quebec 

The annual dinner and reception to new members of 

_ the Society of Chartered Accountants of the Province of 

Quebec was held at the Ritz Carlton Hotel, Montreal, on 
Friday, March 24th. The room was filled to capacity by 
the attendance of four hundred and thirty members, guests 
and students. C. F. Elderkin, president, was in the chair. 
The guest speaker of the evening was Mr. George O. May, 
past vice-president of the American Institute of Account- | 
ants and an outstanding member of the profession in the 
United States, whose address on “Accounting as a Social 
Force”, appears elsewhere in this issue. 

A special feature of the proceedings was the presenta- 
tion of a plaque to Major General James G. Ross, C.M.G., 
head of the firm of P. S. Ross & Sons, commemorating his 
completion of sixty years as a member of the Quebec So- 
ciety. The tribute to General Ross and to his contribution 
to the advancement of the profession in this province and 
throughout Canada, paid by Arthur Cross, C.A., president 
of the Dominion Steel and Coal Corporation, also appears 
in this issue. 

The Society was honoured in having as its guests Dr. 
F. Cyril James, principal and vice-chancellor of McGill 
University ; Walter Lichtenstein, vice-president of the First 
National Bank of Chicago; C. Fraser Elliott, deputy minis- 
ter of national revenue for taxation; R. R. Grant, president 
of the Institute of Chartered Accountants of Ontario; A. 
H. Rowland, inspector of income tax; J. A. Mann, K.C., 
representing the Bar Association; C. St. Pierre, past presi- 
dent of the Canadian Bankers’ Association; A. S. Beaubien, 
chairman of the Montreal Stock Exchange; L. Favreau, 
representing The School of Higher Commercial Studies; 
Arthur Cross, president of the Dominion Steel and Coal 
Co.; H. G. Norman, president of The Dominion Association 
of Chartered Accountants and past president of the Quebec 
Society; Colonel Kippen, D.S.O., M.C., representing Mili- 
tary District No. 4; Charles P. Dumas, president of the 
Cost and Management Institute; Armand Hébert, President 
of the Corporation of Public Accountants of the Province 
of Quebec; Jacques LaRue, president of the Quebec City 
Committee of the Society of Chartered Accountants of the 
Province of Quebec; R. J. P. Dawson, president of the 
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Chartered Accountants Students’ Society of the Province 
of Quebec. 

The toast was proposed by Mr. H. C. Hayes, first 
vice-president; Dr. James replied on behalf of the guests. 

The following new members, successful candidates in 
the recent final examinations, were welcomed into the Sv- 
ciety and presented with their diplomas: P. Berman, K. 
J. Bielby, J. Brooks, R. Bussiére, A. Chodos, G. Deslierres. 
J. R. Fraser, G. Gourdeau, A. Green, L. A. Haber, R. P. 
Harrison, E. L. Jones, F. Knowles, G. Lapointe, V. Laro- 
chelle, Gerard Larose, W. A. Lyster, J. Marien, H. Pesner. 
J. Poirier, A. C. Rooney, C. Schneiderman, J. G. Schwartz 
and M. A. Yale. 

War memorial prizes were presented to Joseph G. 
Schwartz and Gerard Larose, who obtained first and second 
highest marks in Quebec in the final examinations and Saul 
Kwiat, who obtained highest marks in Quebec in the inter- 
mediate examination. 

The Dominion Association gold medal, and a cheque for 
fifty dollars, was presented by Mr. H. G. Norman, president 
of the Dominion Association, to Mr. Joseph Schwartz, who 
obtained highest marks in the Dominion in the final exam- 
inations of the provincial institutes. 


John Peterson Redpath 
Brief news has been received that Squadron Leader 
John Peterson Redpath has been lost in the Indian Ocean. 
The members of the Society of Chartered Accountants of 
the Province of Quebec extend their sincere sympathy to 
his wife, and express the hope that he will eventually be 
found safe and well. 


INCOME TAX ON MEMBERS OF KISKA 
EXPEDITIONARY FORCE 


The following Order in Council (P.C. 101/1781) approv- 
ing a minute of the Treasury Board, was passed 17th 
March, 1944: 


The Board recommend, under the War Measures Act, that the 
members of the expeditionary force, sent from Canada in 1943 to the 
Island of Kiska, in the Pacific Ocean, be dealt with as provided for in 
section 4, paragraphs (t) and (v), of the Income War Tax Act, and for 
the purposes of the said section the Island of Kiska shall be deemed to 
be outside the western hemisphere. 
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STUDENTS’ DEPARTMENT 


R. G. H. SMAILS, C.A., Editor 


NOTES AND COMMENT 


A form of report upon financial condition which is 
probably more intelligible to the average shareholder than 
any other is the one which shows the proprietor’s interest 
as a residue, that is to say as the amount remaining after 
subtraction of liabilities from assets. This form is used 
by many large corporations of the United States and it has 
the advantage of forcing a classification of reserves as 
either asset valuation accounts, current liabilities or sur- 
plus. In this country some companies seem to be content 
to present balance sheets which require close study even 
by persons with accounting knowledge and which must be 
scarcely intelligible at all to others. Here is the story of 
two recently published Canadian balance sheets picked at 
random. The first shows the reserve for depreciation of 
fixed assets as a separate item on the right hand side be- 
tween “liabilities” and “capital and surplus” but does give 
a group total for capital and surplus. The second under a 
group heading “Reserves” set out between “liabilities” and 
“capital” combines a reserve for.depreciation of fixed assets 
and a general reserve which would ordinarily be construed 
as a form of surplus. This same balance sheet gives separ- 
ate figures for capital and earned surplus but no group 
figure purporting to represent the total shareholders’ in- 
terest. If we were asked to suggest by what single device 
a balance sheet could most readily be obfuscated we should 
unhesitatingly nominate the grouping of “reserves” in this 
manner—and yet the balance sheet cited is by no means 
a unique offender. Might we not, as accountants, make a 
humble but concrete contribution to post-war planning by 
resolving to exert our influence in the cause of balance 
sheets which are not merely technically correct but which 
are also intelligible? 

; * * * 


A small but interesting question is posed when a hold- 
ing company acquires a totally owned subsidiary which at 
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date of acquisition has an operating deficit (a debit balance 
on earned surplus account) but which subsequent to acquis- 
ition operates at a profit. Ordinarily all profit earned by 
a subsidiary subsequent to its acquisition represents, on 
consolidation of statenients, an earned profit of the holding 
company, available for dividends. But until earnings have 
repaired the existing deficit of the subsidiary in question 
the subsidiary has no surplus out of which to declare a 
dividend payable to the parent company. In these circum- 
stances is it permissible for the earnings to appear on the 
consolidated balance sheet as earned surplus or should they 
be shown as capital surplus or some form of non-distribut- 
able surplus? That question was raised by a problem which 
appeared on a final examination paper a few years ago and 
the published solution to which showed these earnings as 
capital surplus not available for the purposes of dividend 
declarations by the holding company. We did not give the 
matter any particular thought at the time but it now 
occurs to us that while this treatment may be expedient 
it is certainly not dictated by either law or logic. We think 
the holding company might quite properly include these 
profits in its earned surplus and that if the working capital 
of the holding company was adequate for the purpose the 
directors might lawfully declare dividends to the full 
amount of earned surplus so computed. We wonder if any 
of our readers have experience with or views upon this 
question. 





* * 





* 





A correspondent suggests that the cost of goods sold 
instead of being presented as opening inventory plus pur- 
chases less closing inventory, might well be shown as 
purchases plus decrease in inventory over the period (or 
minus increase in inventory). The'two methods contrast 


thus: 


(1) Inventory, Ist January ........ $10,000 
PN io Raina eeahieie. 6 wv kv ete 20,000 


30,000 
Inventory, 3lst December ...... 8,000 $22,000 
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(2) Purchases 
Inventory, lst January $10,000 
Inventory, 3lst December 8,000 


Inventory decrease 2,000 $22,000 


Our correspondent claims for the second method that it 
reveals the exact figure of increase or decrease of inventory 
without any further calculation by the reader and that this 
is a figure in which the owner of a business is interested. 
For ourselves we do not feel strongly one way or the other. 
We think it desirable that there should be flexibility in 
the form of accounting reports and that in each engage- 
ment the accountant should set out the essential figures in 
the manner which he considers appropriate, having regard 
to the persons to whom the report is to be submitted and 
the use to which it is to be put. 


* * * 


STUDENTS’ ASSOCIATION NOTES 


BRITISH COLUMBIA 


The Students’ Society of the Institute of Chartered 
Accountants of British Columbia regrets to announce that 
Flight Officer Ronald Frank Calnan, R.C.A,F., was reported 
killed while on active service in England on 20th March, 
1944, 

The late Flight Officer Calnan was articled to Mr. R. F. 
Wray of Frederick Field & Co., Vancouver, in January, 
1940, and enlisted in the R.C.A.F. in July, 1941. 

The members of the Students’ Society extend their sin- 
cere sympathy to his parents in the loss of their only son. 


ONTARIO 


The Chartered Accountants Students’ Association of 
Ontario reports with regret that Eric Gordon More has been 
reported “missing—presumed dead”, in his 25th year. 

Eric More registered as a student of the Institute in 
1939 after entering upon a term of service with Peat, Mar- 
wick, Mitchell and Company, chartered accountants of 
Toronto. He had passed the primary examination and was 
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taking the third year course of instruction when he enlisted 
in the Royal Canadian Air Force in July, 1941. 
To his father and mother the Association offers sincere 
sympathy. 
QUEBEC 


The Quebec Students’ Society reports with deep regret 
the death of the following student members: 

F/O Dighton Walter Probyn, son of Percival Probyn, 
C.A., who was killed in England and buried in the R.A.F. 
Regional Cemetery, Oxford, England. Dighton was in the 
employ of Price, Waterhouse & Co., at the time he enlisted 
and had successfully completed his first year’s studies at 
McGill University. 

Lieutenant George MacInnes, accidentally killed in Eng- 
land while on duty on the firing ranges. He was an honour 
graduate in mathematics and economics of Queen’s Uni- 
versity. Prior to enlisting in the Black Watch, Lieutenant 
MacInnes was in the employ of P. S. Ross and Sons, and 
had passed all of his examinations except final accounting 
and auditing. 

Max Goldberg, formerly in the employ of Sheper, Dob- 
rin & Dainow. Max had passed all of his examinations 
except final accounting and auditing. 

To the relatives of these students, the members extend 
their sincere sympathy. 


* 


PROBLEMS AND SOLUTIONS 


THE PROVINCIAL INSTITUTES OF CHARTERED ACCOUNTANTS 


Solutions presented in this section are prepared by practising 
members of the several provincial Institutes and represent the personal 
views and opinions of those members. They are designed not as models 
for submission to the examiner but rather as such discussion and 
explanation of the problem as will make its study of benefit to the 
student. Discussion of solutions presented is cordially invited. 


PROBLEM I 


INTERMEDIATE EXAMINATION, DECEMBER 1943 


Accounting I, Question 2 (20 marks) 
Mr. A. B. Smith sends you his books, which have been kept by 


single entry. You ascertain the following information: 
ist January 31ist December 


* * 





1942 1942 
ee er ee $15,000 $20,000 
Accounts payable (merchandise purchases) 15,000 25,000 


15,000 





Merchandise inventory ................... 10,000 
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err reer reer eee 
SEES 3 Gg whete 5 ogy ee vs Aa ee een ee 45,000 50,000 


CO. oh ok oasis ce sty San eessaseces 50,000 
A summary of the cash book is as follows: 
ROCCE VOR. THOM GUBILOUROTE oo ci ci cdcccccccctccccccces $145,000 
I I Bia do cidicasiciceccedouwe dese so gseeaiee 5,000 
Bank overdraft, Ist January 1942 ................ 5,500 
Paid for merchandise purchased .................-. 108,500 
NE IIE is iwc os Sho kv Sele weis woe ciecwdata bic 5,000 
sd coe oie ad Side 6 9 Sid bw eS RO 20,000 
III i hoo a's 65.0516 5 055 00 SS scd wen nee 6,000 
Bank balance, 3lst December 1942 ............... 5,000 
Required: 


Prepare profit and loss statement for 1942 and balance sheet 31st 
December 1942. Make provision for depreciation at ten per cent and 
bad debts at five per cent on the balances, 31st December. 


SOLUTION 
A. B. SMITH 
STATEMENT OF PROFIT AND LOSS FOR THE YEAR 1942 
er Ose CR rs i sos ce eh b KO eo see eee meee ‘ee. $150,000 
Deduct Cost of sales . 
Inventory, 1st January 1942 ................. $ 10,000 
NEY cisigas 6 SeCesG ce Cab ebacareuaycesere 118,500 






128,500 
Less Inventory, 31st December 1942 ......... 15,000 





113,500 


I PN is ois kik nb He Se cau saws Setne dbaceae $ 36,500 
ee pak ReaD es $ 20,500 
Depreciation of plant 2... .cccrcscccecsc 5,000 
Estimated loss by bad debts ............ 1,000 









26,500 
BUUe DURE Cah FORE TOES ooo ks oss ca dces cecacccics $ 10,000 














A. B. SMITH 
BALANCE SHEET AS AT 31st DECEMBER 1942 


Current 








Re CR IE awh KGaA ds oiicsd caine $ 5,000 
Accounts receivable ................. $20,000 
Less Bad debts reserve ............. 1,000 19,000 

















SEINE 60 6.c ckvhehoadenw bOSs ew eneee 15,000 $ 39,000 


Fized assets 


DUE g6 bases 7s ctec steep peeeines sees 50,000 
sia ea-0' 5,000 





45,000 
$ 84,000 





Current 
Accounts payable ...........ccccces. $ 25,000 


May 1944. 
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Capital 
Balance, Ist January 1942 $50,000 
Add Capital paid in 0 
Profit for year 1942 10,000 15,000 


$65,000 
Less: Drawings 6,000 59,000 


$ 84,000 


Calculations 
Sales 


Accounts receivable, 31st December 1942 
Cash received from customers 145,000 


165,000 
Less: Aecounts receivable, Ist January 1942 15,000 


$150,000 


Purchases 


Accounts payable, 3lst December 1942 $ 25,000 
Cash paid for merchandise purchased 108,500 


133,500 
Less: Accounts payable, Ist January 1942 15,000 


$118,500 


Expenses 
Deferred charges, lst January 1942 500 
Cash paid for expenses 20,000 


$ 20,500 


PROBLEM II 
FINAL EXAMINATION, DECEMBER 1943 


Accounting I, Question 2 (20 marks) 


One of your clients with a large business asks you to make a 
thorough review of the internal check and advise him what changes 
might be made to improve it. 


Required: 


Outline the steps you would take in reviewing the internal check 
of the organization and draft the introductory paragraph to your 
report pointing out the meaning and importance of internal check. 


SOLUTION 


Steps to be taken in reviewing the internal check 
(1) Determine what are the valuable portable or negotiable assets 
of the client. These will probably be cash, securities, re- 
ceivables and inventories and the problem presented by these 

assets will vary with the type of business. 


328 





STUDENTS’ DEPARTMENT 


(2) Prepare brief notes on each type of asset showing the receipt 
of the asset by the business, its flow through the business and 
its final disposition, whether by conversion into another asset 
or by flow out of the business. 

(3) The notes made will indicate the several points at which 
trouble is most likely to occur and with these in mind the 
investigator should review with the proper officials and em- 
ployees the internal check which purports to be in operation 
in the client’s office and make the necessary notes in con- 
nection therewith. 

(4) Ascertain if the theoretical system outlined by the officials 
and employees does in fact work in practice. This will be 
done by finding out from the employees who do the work 
whether their practice is what their supervisors think it is. 

(5) Prepare a concise set of notes on the system of internal check 
and control classified primarily according to assets or, if 
appropriate, by types of revenue and expenditure. 

(6) Consider the effectiveness of the system and determine what 
recommendations should be made to the client to improve 
his internal control. 


Letter to client 


The President, 
XYZ Company Limited, 
Anywhere, Canada. 


Dear Sirs: 


‘As requested in your letter of ...., we have reviewed the system 
of internal check and control in operation in your business in order 
to determine whether any changes could be made which would improve 
the effectiveness of the system already in operation. 

Internal check has been defined as “the co-ordination of the system 
of accounts and related office procedure in such a manner that the 
work of one employee independently performing his own prescribed 
duties checks continuously the work of another as to certain elements 
involving the possibility of fraud or error”. The attainment of this 
objective requires that responsibilities, activities and proofs be so 
arranged that cross checks operate on all important phases of the 
transactions in such a manner that all significant deficiencies are 
brought to the attention of the proper officials in order that they may 
be dealt with promptly. ; 

It is important that the system of internal check be adequate in 
order to minimize the chance that errors will go undetected, as the 
probability that two persons working independently will each make 
either the same error or an error of the same amount is small. In 
effect, this means that if your system of internal check is good errors 
should be reduced to negligible proportions unless there is collusion 
between two or more employees. As a study of a large number of 
cases of fraud has indicated that in not more than 10% of them was 
collusion a factor, we feel that if the system of internal check and 
control is effective not only in theory but in practice, you may feel 
confident that the chances of fraud being perpetrated are substantially 
reduced. 


PROBLEM III 
FINAL EXAMINATION, DECEMBER 1943 


Accounting I, Question 5 (25 marks) 
You have been consulted by a client in connection with a proposed 
purchase by him of all of the shares of a wholesale drygoods business. 
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He has obtained copies of the company’s balance sheet and profit and 
loss account for the past ten years and has asked you to make what- 
ever verification you consider necessary in order to satisfy him that 
they are correct. In addition to this, he wishes you to advise him 
as to what other matters he should inquire into before making this 


purchase. 


Required: 

List six to ten important things which you would suggest that 
he should consider in determining whether the purchase price is 
reasonable, in addition to the book value of the shares and the earn- 
ings record of the company, with particular regard to present day 
government restrictions and effect of existing tax legislation. 


SOLUTION 
Points to be considered 


Taxation 
1. What are the standard profits of the company? 
2. How much undistributed income does the company have? 
3. Would your client be able to obtain a salary from the company 
which would be allowed as an expense of the company for 
taxation purposes and, if so, how much? 


Government restrictions 
4. What is the position, of the company under the Wartime Prices 
Control Order? Have its margins been so reduced that it will 
be difficult for it to carry on as profitably as in the past? Like- 
wise have the company’s retail outlets been able to obtain a 
reasonable margin of profit on the sale of the goods this com- 
pany handles? 

. Has the company had any sources of supply closed recently, 
or is it likely to suffer in this way in the immediate future? 

. Has the company suffered severely from loss of key personnel 
or it is likely to do so in the near future as a result of the 
National Selective Service? 

. Are the company’s wage and salary ceilings reasonable? If not, 
is this likely to result in losing trained employees? 


General 
8. Has the management of the company been good and is it willing 
to continue under new ownership? Is employee morale good? 

Is key personnel above or below average? 

. Are the company’s warehouse facilities adequate and economic? 

. Has the company a close contact with its retail outlets, e.g. 
through a co-operative chain or some similar arrangement? 

. What do suppliers, competitors and retailers think of the repu- 
tation of this company? 

. Do monthly figures of sales and profits since the end of the last 
financial period compared with those of the preceding year 
indicate that there has been a changing trend in the company’s 
operations? 


Note: A candidate would not be expected to raise all these 
points. It is suggested that a complete answer should 
mention 2 in the first group; 3 in the second group and 
3 in the third group. 
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